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ilttifft - ’ £SSit 1980 i&JAllf tt$&®g$Jjc 

t > HStt*S$#A$f?fH£ ’ **■£*•£ 1980 ^ft5fcffi&A,ff tt^* 
ft* ft ft ’ + 

±*!*ft*r#« ”4tW-fS««.««#II8ft^EI 

* ’ + > ifc^Sl^Ritt 

fcft • ##ffi;!rB*;&fc • *»&»*##**#**£**«# 
Tft•+B#ftft*#* 

if > 55-^4 1978 %-FJiiffl rfiti^Sj tt*S«£ > ftft* 
l$lf$$-R:#J§ST'T ’ dJ Oftl'lfr* ° i&UittWT- ’ 

-18ft* ’ ftft* r«#WiMtj. 

IBftBBftB^«** • ? «6if AW ’ SR 

ri+ta^j. WH 
» ftftg±il«ft£ • ®^£if • t 

j. «1?£tt 

’ iPihl'JitT r£jf!ij**rsu> **##«- 
ftft /J'B ’ * 4t£#*hft0rSS ° J 1 

6f i F££®£ttfrHSt • KS^tSAli • 4 Affft tt ft & if tf 
jfcftttJft ° 

il^&if IffRfliS ’ &«£7 R± ' &i6 ' ' Hftft 

SWtftttfc# ’ ft#6if *£7-1Sf A^T'iRtttSt « ®7fA 
$£0*A£ &t£if&*fT'fWf£ « MftftMM 

#Uk7t!ik!6tiL#ittM.M.Kfi r^j # . Mt f #»l-ttft 1 i > ffi 

’ ^;§:£R± ' £*=? ' Jt# ' $ If - £ jf 

A7*£tt TAI^Stt^Hf f > itlf^tilf 3IA£ 

#j (*pS#*T£ > #tBft)» 4f#tt#^ftfJii-# ’ ft ft* ft 1ft 
*P#tSrSif.?.lttt0#£'J7 ° 
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Club of Rome 

[klAbavroml 1968 #• ’ & — £P M A ' £1 $ # M 11 

SUflgffi $«0lf ' A 

& ' mm ' 'k%%mr°m > ° 

HA4 think tank ( t*)“ ffcoifW + 3MS#9F?EK ' & 

» =fr*ARrfli^>t** 
frjjrtt • t JUAtt 

lift## • S^ilfttiitW# ’ 

•fi > Ap IMF (International Monetary Fund SI PS ’K' ^ 3S? ik 
t ) H WB (World Bank HtftMff ) f ’ tfiiKMfttftll 
-P- fi ’ Club of Rome lil K; fo] S,% If ^ Jt K St AT # W ° 


1 ®" Books such as Paul Ehrlich’s The Population Bomb in 1968 and 
the Club of Rome’s 1972 study The Limits to Growth raised fears 
that unchecked population growth might lead to mass starvation. 
(TIME, Aug. 19, 1991, p. 48) 

Paul Ehrlich 1968 <.AUftW> AMMlEiMali 1972 

%-&nm efgs igfiicAffisti - 


cS" In the ’70s, the Club of Rome predicted, with hilarious 

imprecision, a coming doomsday of uncontrollable pollution, 
wild overpopulation and resource depletion (by 1992, for 
example, no oil). (TIME, Mar. 22, 1993, p. 82) 

- ‘kmwn 

m ' ( mmim 1992 

mm)- 
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CPI 

mmmmn 

m 


CPI xfc consumer price index ft fU % ’ % #1cost of 
living index ( 4 ^ # ft ) ° iff W -P- fi ’ if IS ft 

& (retail price) * *4 & ijt ’ *'J Jf] > ft J f 

’ 0rfc#fttttt*# • 0r*£ft*.& - ±£f£l^ 
#1 ' $ 1 $ £ ' 3C it ' * t f 1 & J I @ ffi A ° CPI ft # 
* # j£ it # J| « #• f: ° f flP® 1996 #• 9 ^ 

ft CPI J&-R: ^ ft: 3.5% ’ IP H BP ft & jfc ^ ft CPI 

( 1995 ^ 9 ff ) JuiT 3.5% ° CPI ft^-ftM £ ^ 

fs*7—(@Stftj|tJiM4# > Sit£if ftftift-ftm 
CPI (3%ttT)’ iL 4 * ft $ - ft 

&ftt$ft* > tt«lftSS$ftf.l£ » CPl fti&-R## ft 

ftiff A. M##-;fafilfc'Mftiii£ffeftpt — ° 

03“ The TIME group predicts that the CPI will climb at an annual 
rate of 7.2% in the fourth quarter and slow to 3.8% by late next 
year. (TIME, Dec. 31, 1990. p. 36) 

7.2% ’ fI£Hfj^g3Cilui|(f#»iiiS 3.8% ° 

BS= Economists placed greater trust in the CPI report, contending that 
the surge in the wholesale index was merely a fluke. (TIME, 

Nov. 25, 1991, p. 64) 

rnmn^mim • 
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crowding out 

[ kruudti] aut] crowd I" $F J * Sit, crowd out ^ $'"$t 

li»l ft ’ ft crowd out 

- mm*ii > it#«&»#***«#* b 

®f > j, > fiftism 

° > at 

*£#£**##*1*7 •£****#;!!*# > + 

£ «&*-*& • -£#*«*ft# • 

***«**«-* ’ «***«*« • it£*B&iub& 

Pin 

if&££*£* JiritlttJiftJBfc 4 * ! 

**/$ ’ ft#RWf *ft*S!S*|Si§.t*&JPUf ffl*i«/PJ 
SE » XJW******«*?# *« + *£* 7 • 

US’ For corporate America, health care has become a crippling 
expense. General Motors laid out $3.2 billion last year, more 
than it spent on steel, to provide medical coverage for 1.9 million 
employees, dependents and retirees. Unchecked, the U.S. 
medical bill will more than double in the next 10 years to $1.6 
trillion, crowding out spending for other urgent needs. (TIME, 
Nov. 25, 1991, p. 34) 

at » 32 tmTcitte 190 mi ' # 

jiffligttiiwuiiKffl ’ kt&smmimmmmM °» 
mT'Bm ’ ^gA^s^sat#®** io^f^ji- tait 
fj 1.6 ima - m m&g.mmvmmx ° 
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deflation 

[di flejan] deflation if K' M M. (inflation * S# # # p. 13 

hyperinflation—£ ) $ fiUKM ° Jlfcjffjfy 7 M)kl8 Rfc 

° ’ it # ff Pft 

.I'WBf # (treasury hill) SI IR ft ^ f? ’ # ® M ffl. : A EJ 

° » ARHr*0f#WNMS • % 

KilftT® » if fil'J-frB ART'S* > MWUMTft - »T 
±a • R*fltt4#K#'<Ni|>ti$*4l££ • *Mt 
****-»«&?*#«#** » 


c§" The potential for still lower inflation is real—and the gruesome 
possibility of deflation can’t be ruled out. (TIME, Nov. 2, 1992, 
p. 53) 

mmm&m&vifi'twm - ifns®watKMW«itgttM 
T'mmwv • 


The only question: will inflation succeed? Upon the answer 
(which many think will be soon apparent) depends the immediate 
economic future of the U.S. If it succeeds, the downward spiral 
of deflation will be definitely checked. (TIME, 1930s 
Highlights: Depression) 

ng-ttffigi = ? nissMiaiftt 

£rasft&£ffl£ (m ) ° $nsis« 

mmmh > 

7 ° 
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depression 

[di'prejm] $3L 

*fl* ° ±&n&U%A&Zib% 

’ SiBiWf 

i#«P " £HIt *4K 

it # A recession ° ffi £ HSUS £. _h ’ 

#/#&,#)£ £4 1929 jftA&tit (panic) » 

t %&%&%%%. ’ #> ss$paA#£)aiii+ ° 

I Sf ’ t/tsaft > 

ffl W ° IR. ff "i & if ft ik ,#, i: #t ’ A 'll S A ft £ ’ % $& % 

ft ’ .!:#*** > ***-#»# 

ftAftlffc - *#EI!E4al#f 

till » * + **£«** ft Jforf«» 

i™« <ft*Htt*»tiE*ftft£ft*lr*lil«tt 

(F. D. Roosevelt) U ff ift (New Deal) 'ft 'ft Sift ° 

«*■ Few would advocate a literal reprise of Franklin D. Roosevelt’s 
response to the Great Depression , which included strong gusts of 
government spending and massive public-works projects. 

(TIME, Jan. 13, 1992, p. 39) 

() «'>A*±3g*ajg¥ f. d. 

« 

i® 5 While some economists have described the current slump as a 
near depression , that phrase overstates the case if it is taken as a 
comparison with the period 1929-33, when the U.S. economy 
contracted by nearly a third. (TIME, Jan. 13, 1992, p. 34) 

nmmuz i > aumm.ffi 

n# 1929 5 1933 > fflitAit 

»mmi * hj§£ 1929 s 1933 '4-ftH < mmmmmmjm 

i ° 
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deregulate 

[di'regja.let] ft ^ M'o’^ ’ BP de- (away) i 3 regulate (to rule : 

f ft )• Bjt&fttEf $J “away”# ’ iMf « 31 *###££ 

6J»jE£itfrib r itnift j it® : j£)if 

* > > J5**f «#* • u&b 

- *i w 

1980 %-%! I 

lift# • • 

6 # g iRSkJffil^K* ’ -tftJfitttlij* • 0 

ft«f #Hfjtf* r#-j|||H**?ttt*j 

t ° i■■ ftflutg—mmas** 

i@ ^ S£ ’ fll £ ft M '& # g i fi #• ’ A # tf i (monopoly) 
iSI, # i (oligopoly) ’ ft] id ® 1% M. ' fH fl M ' fik W li # # 

( ft# )' * jib * ( + j* )' *# * ( B R '+*'+* ) 
f f - «ftt&ifi*iw] • ftwa^EfiiBTrJiBjK^sii 
ik > igtIMT&Bfcft# • #S&3t£*jib ’ R IQ frig 4 
+ ° Gift IK# ’ 

US’ Rajiv’s goal was to give his country reform, modernization, 
deregulation —all catchwords under-pinning his frequently 
quoted aim of “bringing India into the 21st century.” (TIME, 

June 3, 1991, p. 28) 

(EPSinigg) ( um ) Mg«£ffte&a$$' m 

mt ' sm<h —r$ 

rlEPSilA 21 ffilSJ APjfaft-SqSf • 

US' New technology and deregulation are blurring the lines between 
telephones and cable TV, provoking a battle for America’s 
homes. (TIME, Feb. 24, 1992, p. 36) 

m • mfimmiammmmp < mm-mxm ■> 
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econometrics 

[i.kana'mEtriksI t£ S A % US fa ttr #7 $*5 ’ IS it ± It(f $ -f 

ntJtft®8?'P ft. (variable factor) tv % j] (labor) ' fj # (interest 
rate) ' ff A SI R, #T #■ (per capita income) ' tty ffi # A. Pa] ft ti 

Si#, > 

f ° f » 

’ econo-'i'^^. 0 economics ’ ij metrics 
Fl'J&g meter ° ittl^lSIMR# ’ tSlP^M, W 

**** - ft# r^Xj' r* (t) 4 tj' rag, (is) 

fl J # ^ ’ S lb econometrics $t $ r ft JIAl j ■> it •¥■ 
iSffllt-Sf&ft AAHS# H. L. Moore ’ 

—JS (1969) l§Mf (Nobel Prize) 
ft ■*£ # Ragnar Anton Kittil Frisch ° M: B if i M t 
$- 1930 ’ f 800 ° 

eg* The reluctant laureate was honored for pathbreaking work in the 
early 1940s that laid the foundation for econometrics , which uses 
mathematical models to study the behavior of an economy. 
(TIME, Oct. 23, 1989, p. 73) 

( 1989 *p|g MWIf (S-PSff#±®MH£fr Trygve Haavelmo ft 

ittigTgffi^) mo^twau 

mnm —stt®* • Bimsi? - 

Such barometers as car sales and housing starts have remained 
dismayingly weak, mostly because Americans have been 
worrying about their incomes and jobs. “What is happening here 
is the reverse of what the government really wants." says Walter 
Williams, president of American Business Econometrics , a 
consulting firm. (TIME, Nov. 25, 1991, p. 64) 

(-®»fLfl«st§+ ’ m 

msm - - igasuHAitife 

Walter Williams !£ ■ ^ 

S ° J 
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foreign exchange reserves 


['form iks'tjcnd;; 
rfZ3vz| 


%\k'A%L<sn ° IStf-i 

(4£ikJ: ’ reserve *4 

r ^ftj)" *e«£ft£**ll**^* • J**W£**8 

Hit (IMF) : (1) HkJfffJrftft ft# 4r ; (2) J*/fc 

0f#tfft*TJi.#t*M* : (3) Sftft*(cash 
position) t (4) 44 @J ft Ifc ft (SDR ’ sS, Special Drawing 
Rights ’ ftlMF&frAa&ftftfrGl^Kftg IMFftlfc 
i. ft) - £ if # IMF f M ’ JJf W >£ # (3) (4) If > 40 1% 7 
(1) (2) 4b > J?4bttA (5) t*IIfT#lMft#tftI4bt 

it# ( 6 ) £tt&fltft#ilt£ft 1 ft&>f > ftll**f *tt ° 1 
44$Hft4bI#j£ ’ WT'-aftf » 

*b*#**#i»**j?#ib*0r**ftj** > gjn 
14444-0.Ittj&IS (#J*Pitf'J¥£i$ia?**MjO* »T 

° £?¥ ft4biff(£ ( 

+ )> «4r/fl + 40 4!| > it 


■S' The former British colony at the tip of the Malay Peninsula only 
achieved full independence in 1965, yet it boasts Asia’s highest 
living standard after Japan, an average per capita income of 
$15,000 (about the same as the U.S.) and by far the world's 
highest per capita cache of foreign reserves . (TIME, Jan. 18, 
1993, p. 36) 

( mm) iifi(4^^3i5^^HuffiWif^awsifi - s 1965 

’ @AH 

sp/fffiSii 15,000 ^tc ( m^mmT '%) • 

mtbmwt wm t?iM - 
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GNP 

GNP A gross national product ’ X.fil4r @ R#r H-3b$I 
(gross national income) ° GNP ^ ^f] W r*3 ( til ft 4t 

ft A : 

m (final product) $i # 

(service) ft IS "fit US ft 

(2) ir@ &-#■ fij’frl'jitftpftftfl ffi (added value) ft.l&ft 

(3) £'K:’ir (gross investment) ft ft Iff ft 4 ' $ # ' th ’ 

ff$#ffrftft. : f£ft$.ft 

GNP&??,tB#fti#fS$i+#ftiglI#2|ft S GNP 
(nominal GNP) > BPtgftiftfti : ftIS * f) P 11 
it # ft & II # t f GNP (real GNP) ° GNP ft £ g ft * 

tt-ft&gjjiw> ft# 

ft > Hit lt^^fSiP']ft0Atf-gftg^^-ft^ (economic 
growth) ’ ft- W It fk GNP growth ° 1%L 3L iW 0 ft f| : £ ' 
$ - It ' fr > ft&W-ft 81 ft® GNP A-ftftttffiftAS 1 J S 
10# » fl*£i# t > #*1-41 ft GNP 

ft*«tt,W 0 * ’ itIft4IT'iSft|L#ttfflftftJf] . 
0 it It £ M % # S “f H if- U i 1*1 ft 1 € II GDP (gross 
domestic product) ’ Bp GNP £ ft SI 1c # ft if ft ft f# 
(net factor income from the rest of the world) If ff\ If- ft $£ 

* • ft^itfif^^-ftftftit ° 

US’ While more people are working with their heads rather than their 
hands, and a third of the nation’s $5.5 trillion GNP is generated 
by ideas rather than manufactured goods, white-collar 
productivity is no higher now than it was 30 years ago. (TIME, 
Aug. 12, 1991, p. 44) 

AT'H^ifninmm«M - k± 5.5 ima 

> eg a 

3oftm» w&m\+&•&# ° 
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hyperinflation 

( haipaan flejan] Xt# runaway inflation galloping inflation * 

runaway ft ff if M.H ’ gallop ft 'ft ffe » I" t£ 

f 1 ] ft ft J (out of control) ft % & ° hyper A jS' ft r j§J[ j 
ftftH - (Makro) M % % tl 

(Carrefour) ilLlS ft A W if t SfAl ’ it #4r hypermarket ’ 
7} g supermarket f>f ft W ft. ° 

it Ht B/ M inflation Is ifilift it ft Jt'S Jl ft A ’ ft# 

#«#**«« ° sst* - t#^ft«« L ".i ?i§.&im±. 
f (Sttftft## > ° 

st* • fttt 

met# ’ itASttn#** ’ t 

f law# » ft&*«,)! * AA-titt - ° 

%&.t > lit Him ’ fr-ti. 

#***ftft#B ' ms ' ***l,RC*#*ft*ftft* 

' #Jt ' fl&SB » 

W-jL\1j ’ J£fWSi£ft$#T'&M - 

BS 5 Throughout China, Cuba, Russia and much of Eastern Europe, 
people from shopkeepers to schoolteachers stash greenbacks as a 
shield against hyperinflation and the sudden devaluation of their 
own currencies. (TIME, Nov. 14, 1994, p. 76) 

i£4«' *e' ®g#TJU&itiR*gis#itis > f&/£it mms 

AISfffffftl^PlIB« 

BS 3 The short-term aim of this self-induced shock treatment is, 

curiously, to halt hyperinflation , which in December ran at a rate 
of 600%. (TIME, Jan. 15, 1990, p. 34) 

i fammmzmmmmm] wsswii> mx&wrxm 

r«ljg?£j WJSJfflBW > S^TSilihSfiitttllM - ffi 12 
# ’ MB^E r^iM 600% » 
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indicator 

[' lnda.keta.] £ If $ @ ffi ’ indicator j| # 3 % IS : M ft % <f 

JhIS ( variable si factor) ’ ' 5 T W ii IS iSH1 ft tt! tl 

f ° it fill?*,#. & indicate r# & j > £ 

r#ff j» 

IS W # ff it # # 2| S ft : 4f;fc#1f(leading 
indicators) ’ IslNf## (coincident indicators) tt ft fa fl 
(lagging indicators) ° *6 ffl ft #] ft; fS # #L S£ Si fit ill fi >t tB ft 

mm ° «*»**$#* ' ««tT# ' Jtff ' f f (tt 

«■) *yffttft*ffc# ’ 

# • >*1*41# 

ft ' *it*ffetttft ' «♦**#** > ill## ° li*- 
#«## ’ jt*i,«fta«#4ft*#iib*4S3Ut. > «*P 
' tttttfttf#' &**## • 

£HE1 - Iff*4* 

(jobless rate/unemployment rate) ' (factory order) 

R. t U tt fS # ft (wholesale price index) ° fS tt # # lj IE ffi 
W #, -ft W “T fife (t: tt # € ° f^J in 1996 1 7 M iff ’ 

TIf ’ 120 Sttf 

• **£*«*J ° ^Jt*a*#M#ff4kifci:|ill 

B3* The index of leading economic indicators fell 0.3% in May. In 
the same month new-home sales plunged to a 12-month low, 
despite the best mortgage rates in two decades. (TIME, July 12, 
1993, p. 11) 

5 o*0.3% > 12is 

nuxwm - UikmmmxnmmWL 20 4 f-*SfgfA - 

1® 3 In one such report. Commerce said last week that its index of 
leading economic indicators rose a strong 1.2% in July. (TIME, 
Sept. 9, 1991, p. 54) 

Ml 1.2% ° 
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industrialized countries 


lin'dAstrialaizd 

'kAntrlz] 

xmimm 


If (industrial countries) r)c, EL Dfj S t 
(developed countries) ’ M 1b 'o'If $ Ml M- (OECD) 

■fert^LS t ° 

l^&IW'SI-St'fSS'W^IfJt: developing countries ( Wi 
ik 4 1 B t ) ’ Kt X. less developed, under-developed countries 

(Ifcit «#■*)• + St > - ft 

# : (1) * ;££•*'] if £ life;!/WBt ; (2) «£* 

Iftif : (3) 

% a® ft St ° St*St 

ft • b**.* > 

t+Bt • + • 

4’Bt-Sif 14 0&j£&l*j«Btftii$;tk£ » 

*bB£*#-«ttft«A • &MBtft 

H*. ’ ( *p* ' 

f ' its-# ) fts?# > 

t • $#-&m-ftft$g£ • 


ta* At the same time came the liberalization of economic policies in 
Latin America from Chile to Mexico and the rapid growth of the 
newly industrialized countries of Asia’s Pacific Rim. The world 
was suddenly ravenous for American capital. (TIME, Apr. 11, 
1994, p. 28) 

( iftiwtMWfstmt ) STUfjtiaf mmmwm&mm 
is»? gaits m ’ ism# * 

*«sttas • - 
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US’ She assumed tight control over the money supply , deregulated 
industry, built a free market economy and encouraged foreign 
investment. (TIME, Dec. 3, 1990, p. 66) 
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BSr* With inflation still hovering near a mild 3%, the Federal Reserve 
Board would seem to have little reason to tighten the money 
supply and push interest rates up. (TIME, May 7, 1993, p. 44) 
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Reaganomics 
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•®* He also suggested that Tsongas was proposing merely an updated 
version of Reaganomics . (TIME, Mar. 23, 1992, p. 14) 

( 1992 ¥i@*SAii - - ffltffftt 

ifftfssiTWisrf mm) 

WMffififiSiTnB • 

US' Last week’s elections demonstrated that all too many voters still 
believe the old fantasy of Reaganomics that taxes can be cut 
while government programs grow. (TIME, Nov. 19, 1990, p. 30) 
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BS“ Olga Ivanova supplements her meager monthly pension of 205 
rubles ($2.28 at the current tourist rate) by selling eggs on a 
Yaroslavl street comer. She vaguely recalls buying smoked ham 
in a state-run shop six or seven years ago, but the only meat 
available now sells for 40 rubles (44 cents) for 2 lbs., or 20% of 
her income, at the free market. (TIME, Dec. 30, 1991, p. 26) 

(ffiHffSfirfljf If.S ) Olga Ivanova Yaroslavl ff-MmSM 

smmmHmm 205 iMfr < §^^§^<1^2.28 

H7C) ° - A¥mJWi , tSJtj§i/£R 

40 Jim (44 Wfi ) ’ 20% tftHKA » 


“3” On April 14, 1991, armed robbers raided Amsterdam’s state-run 
Van Gogh Museum at night, cut the alarm system and spent 45 
minutes picking out 20 works by the Dutch Impressionist. 

(TIME, Nov. 25, 1991. p. 86) 
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03" Bringing down America’s twin deficits will demand a wealth of 
ideas and compromises. No single fix will do the job. (TIME, 
Nov. 2, 1987) 
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US" In addition, the economy was menaced by those terrible twin 
deficits in the federal budget and foreign trade. (TIME, Jan. 7, 
1985) 
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The Sun Also Sets 

Shadows have been gathering over Japan for more than a decade. 
Only now is the country facing up to the 1 devastating truth: the 
future is probably not going to be any brighter 

By Tim Larimer (TIME, Mar. 29, 2002) 

O When Japanese talk about their country, they cling to cliche. A 
resource-poor land ... rising from the rubble of World War II... Japan as 
number one. Even in the past decade of "flounder and drift, the wisdom 
was always conventional. Increase government spending ... tighten the 
belts ... no pain no gain. 

0 Of all the things Japan has lost since its economic bubble popped 
12 years ago—the van Goghs, Rockefeller Center, national confidence— 
add one more: the comforting, all-accepted "platitude. You don’t hear the 
whens, hows or ifs of economic recovery anymore: the unspoken 
question these days is whether some "seismic collapse is on the near 
horizon. Lifetime employment, a pillar of the Japanese miracle, has been 
’’supplanted by the specter of lifetime underemployment for today’s 
twenty somethings and brutally early retirement for the salarymen who 
rose out of that rubble. A lot of Japanese are shaking their heads and 
muttering, “Times are bad, but...” and the sentence goes unfinished. No 
one can find a ’’consoling conclusion. 
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0 The Japanese have finally got it: 12 years isn’t a mere recession, 
and the rising sun doesn’t inevitably follow the dark of night. 
“Everybody’s afraid because we know we are getting poorer, day by 
day,” says Yoshiharu Nakashima, who ought to know: he’s a pawn-shop 
owner in Tokyo’s Ueno district. When U.S. President George W. Bush 
visits next week, he'll undoubtedly spend some backroom time telling 
the Japanese to get their acts together. His host will be Prime Minister 
Junichiro Koizumi, who achieved rock-star popularity by promising to 
do just that, but whose public support vanished this month when he 
caved in to Japan’s 1 ’troglodytic Old Guard—the bureaucrats and Liberal 
Democratic Party (LDP) hardliners—robbing the population of the hope 
of change. At the end of next month, Japan’s reform- 2 ’repellent banks 
will close their yearly books and reveal whether their assets, many of 
them shares on the super-depressed stock exchange, are substantial 
enough for ’’solvency. (There’s serious talk of the government having to 
nationalize a big part of the banking sector.) Beginning April 1, the 
government will no longer guarantee bank deposits above $75,000. That 
signals that the country’s downhill coast of the past decade could pick up 
truly dangerous speed: at the very least, Japanese thought—both 
collectively and individually—they could live a long time on the savings 
4, accrued in better times. Maybe not. And then earlier this month, two 
numbers that were never again supposed to cross—the Nikkei and Dow 
industrial average—’’’converged when the Japanese index dropped below 
the Dow—'"portending finally, truly, absolutely, that Japan was now back 
where it started—trailing the West. 
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© Japanese now realize that their great prosperity machine, a 
wonder in its day, has run down. Even the best machines —especially the 
best machines—need regular re-engineering: parts that 1 'hummed along 
in one era get ^'jettisoned in the next. Japan is ’’loath to do that kind of 
4 'tinkering. Throughout the ’90s, with most voters comfortably well-off 
and 'complacent, leaders were able to ’’’subvert the kind of creative 
destruction that could have ’reinvigorated Japan’s economic 
infrastructure. As a result, no entrepreneurial s ’phoenix is rising from 
Japan’s industrial ashes. Real-estate values are at 1982 levels. 
Manufacturing has been ’’siphoned off to China and other cheaper 
countries and unemployment is at a post-war high of 5.6%. A survey by 
Koizumi’s office finds that 65% of the population are feeling insecure 
and fearful of the future—higher than at any point since 1958. “Our 
wealth,” says former Vice Minister of Finance Eisuke Sakakibara, now 
director of an economic think tank and professor at Keio University, “is 
slipping away.” 
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© So Japanese are now shopping at second-hand stores; residents 
in upper-class districts comb through their neighbors’ trash for used 
furniture. Potential entrepreneurs, the Akio Moritas of the future, are 
doomed to remain dreamers: the banking system is so "swamped with 
the remembrance of debts past it doesn’t have the money—or will—to 
help new businesses get off the drawing board. For the first time since 
the end of WW II, Japan is facing the concept of personal and corporate 
"obsolescence. “We hope this is the bottom, but who really knows?” asks 
Masayuki Watanabe, a 48-year-old meat wholesaler who gave up his 
"faltering business three months ago (and with it a $70,000 annual 
income) and now peddles $5 lunch boxes in Tokyo’s depressed financial 
district. “We have no choice but to start over.” Even, it seems, if that 
means leaving the country. Laid-off Japanese engineers are now lining up 
for jobs in China. Salarymen work, live cheaply and send paychecks 
home to support their families—much like the world’s other economic 
"nomads, the Philippine maids of Hong Kong or Turkish factory workers 
in Germany. “They’ll look at a job in China even though the pay is half 
what they were making in Japan.” says Tornoko Hata, a manager at a 
Tokyo employment agency. “It sounds very sad. But they’re desperate.” 

0 Yoshihiro Matsumoto knows that sinking feeling. It comes over 
him like a bad hangover every morning at 5 o’clock when he and his 
wife head out to a large, chilly warehouse next door. He climbs up a loft, 
pulls out a 2-m-high bundle of blue-green straw called igusa, carries it 
downstairs and dumps it in the hopper of a weaving machine where it 
will be made into tatami mats. The Matsumotos have worked in Kagami, 
on the southern island of Kyushu, for three generations; it was igusa that 
turned a poor country backwater into a modern middle-class town, one of 
the wealthiest farming communities in all of Japan. The farmers had a 
nickname for their prized crop: Blue Diamond. 
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0 Today igusa is, well, straw. The farmers in and around Kagami 
"ply an "anachronistic endeavor "propped up for decades by 
protectionism. When Japan was booming, the government thought it 
could have it all. Farmers, who traditionally voted for the long-ruling 
LDP, were shielded from competition from imports; Japan’s consumers 
shouldered ridiculous bills for homegrown farm products. Today, thanks 
to the weak economy and the "wrenching opening up of Japan’s markets, 
tatami prices are half what they were 10 years ago. Farmers can’t pay off 
the loans they were once encouraged to take. “Thirty farmers have 
committed suicide the past four or five years,” says Yoshiharu Takahama, 
a town assembly member. 

0 In the relentlessly confident 1980s, the tatami makers of Kagami 
sent a delegation to teach Chinese farmers how to raise igusa and weave 
tatami. “I had a slight feeling of dread,” admits 33-year-old farmer 
Yasushi Furushima, who visited China a few years afterward. “But their 
quantity wasn’t very good.” China, of course, caught up fast: today, its 
exports account for more than two-thirds of the tatami market in Japan. 
In a last "ditch measure to protect its farmers, Japan last year slapped 
import duties on Chinese tatami, along with "leeks and shiitake 
mushrooms, other endangered cash crops. Bad move. China ' retaliated 
by putting tariffs on Japanese cars, air conditioners and mobile phones, 
businesses worth $700 million annually—seven times more than the 
farm products Japan was protecting. (The two countries began meeting 
last week to hammer out a settlement.) 
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0 The farmers’ 1 ’rut is a small one compared to that of 
manufacturing, the heart of the Japanese miracle. Yahaba, a town of 
21,000 north of Tokyo, was once an electronics boomtown, home to an 
Aiwa compact-disc factory and six other manufacturers. In January, loss¬ 
making Aiwa shut down the plant—and all of its factories in Japan. 
“People working there, at first, said, oh, this won’t affect us,” says 
Genkichi Kon, who operated a snack shop inside the plant. “But 
gradually, one by one, people were restructured [translation: fired].” Two 
other factories have also closed. “People in our town are spending their 
savings for their everyday life,” says Yahaba mayor, Mitsuro Kawamura, 
echoing a trend the government reported in January: the jobless are now 
dipping into their savings accounts to make ends meet. 

© Across the "archipelago, manufacturers big and small are cutting 
salaries, asking workers to job-share and "shuttering facilities. A decade 
ago, fewer than 20% of manufacturers had operations overseas; today the 
number is 35% and climbing. In most cases, the jobs are moving to 
China. All the parts for Sony’s market-leading PlayStation video-game 
"console and its final assembly take place there. In fact, of more than 
1,000 companies surveyed by the Japan External Trade Organization, 
42% said they are considering shifting some or all of their manufacturing 
operations to the mainland. Labor is cheap, of course. But also, 
according to Tadashi Matsumoto, senior vice president in charge of 
manufacturing for Toshiba Corp., Chinese workers “are more highly 
motivated and harder working compared to the Japanese.” 
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Ouch. “I couldn’t accept it as reality, I couldn’t believe it was 
happening to me,” says 54-year-old Tsuneo Tokoro, who lost his job last 
spring when his factory—where he had worked for 37 years making 
water faucets—shut down. “But if companies like mine can’t go to China 
to make things, then they will go broke.” Masami Sato, 36, who left his 
electronics company in Yokohama after 16 years and is now training to 
be a health-care aide, says he will be earning half of his previous salary 
in his new job. “None of my experience can be utilized,” he says. “I am 
starting from 1 ’scratch.” 

© The government’s "tack: to weaken the yen, make Japan’s exports 
a little more affordable, buy a little time. Most people consider that a 
bankrupt solution for a nearly bankrupt nation. A weak yen certainly 
won’t help the wide-eyed man with a two-day growth of beard wandering 
the tunnels connecting subway stations in central Tokyo. "HELP ME,” 
reads a sign around his neck. “RESTRUCTURED." There were nearly 
20,000 bankruptcies last year—the second-highest yearly total since 
World War II. “It’s simple,” says Andy Xie, Morgan Stanley’s chief 
economist for the Asia Pacific region. “Japan has not evolved into a 
postindustrial economy. Its dominant role in manufacturing isn’t 
sustainable, not with countries like China gradually taking over this 
role.” According to a recent study by the Japan Research Institute, an 
economic think tank, if Japanese companies continue to shift production 
to China at the rate they are now, Japan’s envied $48.96 billion trade 
surplus will slip away entirely and become a deficit within five years. 
“Japan has to move up the economic ladder, and shift trade from goods to 
services and intellectual property,” Xie says, “unless it wants to go back 
to being a poor country again.” 
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© There’s a joke making the rounds in Tokyo these days. Mr. Suzuki 
goes to his local bank branch, rents a safety deposit box and locks away 
some cash. The next day he comes back and takes some money out. He 
does this again and again. Finally an exasperated bank manager asks, 
“Suzuki-san, why don’t you open a bank account?” 

Suzuki-san responds: “I’d love to. What "collateral are you offering?” 


© The banks are Japan’s immediate problem, the weakest part of the 
whole "crumbling structure. The essential question now: are they 
"chronically "metastasized with bad loans—very sick but possibly 
curable—or are the banks on the point of complete “"implosion? The 
largest banks expect to collectively lose $17 billion this fiscal year. The 
latest official stat on "irrecoverable loans is $135 billion, though nobody 
has ever trusted that figure: the only sure thing was that the mountain of 
bad loans from the bubble period, troubling enough at the time, has 
grown '"exponentially with bankruptcies and the decline in the stock 
market. Kenneth Courtis, vice chairman of Goldman Sachs in Tokyo, 
describes “Himalayas of debt crashing down on the economy.” In 
January, Yoichi Masuzoe, a parliament member from the ruling LDP, 
gave voice to many unspoken fears when he pronounced, “By the end of 
March we will have a financial crisis—that is 100% true.” 
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© Japan’s fatal misstep was to avoid the short-term pain of closing 
down 1 dud companies and faltering banks after the bubble burst, the so- 
called “creative destruction” the U.S. allowed in the 1990-91 recession 
and after the savings and loan collapse of 1988. Tokyo said it wanted to 
avoid layoffs, that companies would recover when the economy ' perked 
up. The real story is that Tokyo’s instinctive reaction has been to 'dole 
out government contracts to construction companies and make banks 
provide cheap capital to keep retail empires going. (In January, the 
government backed a 4, bailout of struggling Daiei Inc., a retailing giant 
that needs $3 billion from its main creditor banks to stay afloat.) This 
kind of propping up and bailing out is expensive: healthier parts of the 
economy and eager entrepreneurs get starved for loans. Until 1998, 
Tokyo couldn’t even admit how bad its banks’ balance sheets were: it 
had no money in its deposit insurance fund. (Filling that up cost $142 
billion in 1998.) Within three years, it had sunk $600 billion in a 
recapitalization plan that was too little, too late. 


© The drama now revolves around what Koizumi’s government can 
do. On a tough-love trip to Tokyo last month, U.S. Treasury Secretary 
Paul O’Neill warned that if Japan didn’t do some stiff brooming fast it 
could face “economic "upheaval.” In the Japanese context the meaning 
was clear: a loss of confidence, bank runs, financial collapse. Tokyo’s 
greatest hope is a stiff restructuring of banks—one that keeps them afloat 
while at the same time forces them to drop deadbeat creditors—that 
doesn’t freak out savers. 
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© But there’s another danger too: that Japan’s complacent public will 
go along with some muddle-through plan, and no creative destruction 
will take place. “I’ve heard of one woman closing her account and then 
renting a safe at the same bank and stuffing her cash in there,” says 
financial planner Masayuki Kihira. “But that’s a rare example.” Eighty- 
one-year-old Sachi Matsuyama of Tokyo recently closed her account, but 
with no particular urgency. “Interest rates were so low, there was no 
reason to keep my money there,” she says. “I just have enough saved to 
pay for my funeral.” That’s becoming a kind of national ' mantra. "We 
are rich enough to sustain ourselves for another five years,” says 
Sakakibara. That, he says, is the problem—an excuse for not acting. 
"Because we can do nothing, that’s what we’ll do. And that will only 
make things worse.” Like the individuals who draw on their savings 
accounts to pay the rent and buy food, Japan is tossing money at 
propping up rotten banks and failing companies, building highways to 
nowhere and becoming poorer by the day. “If the situation continues for 
another five or 10 years,” predicts Sakakibara, “then Japan will drop out 
of the group of developed countries.” Japan now faces its toughest 
manufacturing challenge in decades: it must manufacture a future. 
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US' A 10-minute call from Rome to New York City costs $32.30; 
New York to Rome is only $8.91. Using a patented call-back¬ 
conferencing mechanism he describes as “telephone arbitrage .” 
Howard Jonas can make the price spread between foreign utility 
monopolies and deregulated American phone companies work to 
your advantage. (TIME, Feb. 17, 1992, p. 59) 
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US’ “We’re having to put money back in that business that we had 
invested in certificates of deposit for our children’s education, 
and we have cashed in all our life insurance policies.” (TIME, 
May 8, 1989, p. 16) 
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ts* It is assuming a forceful leadership role in European foreign 
policy even as the Bundesbank rules Europe’s economic roost. 
(TIME, Apr. 13, 1992, p. 34) 
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US' The day after President Clinton publicly urged it to do so, 
Germany’s Bundesbank cut key interest rates. (TIME, July 12, 
1993, p. 11) 
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US’ With domestic inflation running at more than 4% annually, 
Germany’s Bundesbank sought to dampen it by raising the 
benchmark discount rate for lending to banks a hefty 0.75%, to 
8.75%, the highest since 1931. (TIME, July 27, 1992, p. 23) 
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B3 3 DEA agents say the Urdinola brothers work somewhat 

independently from the rest of the Cali consortium, with their 
own trafficking and money-laundering organizations across the 
U.S. (TIME, July 1, 1991, p. 28) 
urdinoia 

sm - 

K3” BCCI, earlier convicted of drug- monev laundering in Florida, 
drew attention because it acquired First American, the largest 
bank in Washington. (TIME, Apr. 12, 1993, p. 42) 
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US" If you have a home mortgage , you can be involved in derivatives 
already without even knowing it. These days there’s a good 
chance yours won't be kept in one piece by the banks that lent 
you the money. (TIME, Apr. 11, 1994, p. 32) 
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US' With 30-year fixed mortgage rates now at about 7%, single¬ 
family housing starts have returned to the brisk pace of the mid- 
1980s. (TIME, Jan. 10, 1994, p. 18) 
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n^r” Faced with falling income from their nest eggs, consumers have 
scrambled to switch their savings from such investments as CDs 
and money-market accounts to riskier but higher-yielding stocks 
and mutual funds . (TIME, Nov. 25, 1991, p. 64) 
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US’ For the millions of Americans who have poured a record torrent 
of their hard-earned cash into mutual funds , this should be the 
best of times. (TIME, Nov. 1993, p. 58) 
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BSf Micro Computer invented a digital computer that controlled 
machine tools, then fell apart in 1971 after a dispute between 
Hyatt and his venture-capital partners over sharing his rights to 
that invention. (TIME, Sept. 10, 1990, p. 62) 
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This Time it's Different 


Forget the dotcom collapse. The first real slowdown of the New 
Economy has arrived. And it comes with its own set of rules 


By Adam Cohen (TIME, Jan. 8, 2001) 


O The latest poster child for dotcom misery, for those still keeping 
score at home, is eToys. Since the Grinch stole its Christmas season, it 
has been hunting for a buyer or a merger partner—anything to avoid 
bankruptcy. Employees are bracing for layoffs as the site unloads toys 
like Sing ’N Strum Barneys and Talking Wimzies for as much as 75% 
off. And the stock? Down from a 52-week high of $31.50 to about 20. 
Some folks have been taking "perverse pleasure in seeing the dotcoms 
crash and bum. “Is anyone else "morbidly watching this stock like you 
stare at a car wreck when driving by?” a posting on Yahoo’s finance 
message board asked last week. But watching economic distress has 
suddenly become a lot less fun. 
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© That's because the distress is no longer confined to young 
dotcommers who got rich fast and "lorded it over the rest of us. And it’s 
no longer confined to the stock market. The economic uprising that 
rocked eToys, Priceline.com, Pets.com and all the other www.s has now 
spread to U.S. blue-chip tech companies and Old Economy 2) stalwarts. 
Now it’s Microsoft warning, for the first time in more than a decade, that 
quarterly earnings will lag behind estimates. It’s Union Pacific railroad 
announcing that 2,000 employees will be involuntarily 'disembarking. 
It’s steelmaker LTV filing for bankruptcy for the second time in 14 years. 
It’s Montgomery Ward announcing that it is ending 128 years of 
American retailing history by closing its 250 stores and pink-slipping its 
37,000 employees. 

© If all the news were this grim, at least people would know where 
they stand: just haul out the dreaded R word. But America’s current 
economic "plight isn’t (at least yet) as simple as the two quarters of 
negative economic growth that define a recession. Instead, the indicators 
are like a "glitchy traffic light, flashing red and green and yellow at the 
same time. The NASDAQ has plunged a portfolio-punishing 50% from 
its highs last March. But the U.S. Labor Department announced last 
week that new claims for state unemployment insurance were down 
sharply last month. The Conference Board’s Consumer Confidence Index 
fell for the third consecutive month, to its lowest level in two years. But 
the National Association of Realtors reported on the same day that sales 
of existing homes rose 4.4%, to the highest level since last August. The 
"vaunted New Economy may not have suspended the business cycle, as 
some of its cheerleaders predicted, but it is definitely a new kind of 
slowdown. 
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O In the latest quarter for which results are in—the one that ended 
last September—the U.S. economy expanded at a 2.2% annual rate, a 
steep drop from the 5.2% annualized rate of the first half of 2000. 
Economists at J.P. Morgan Chase predicted last week that growth in the 
first half of 2001 would drop to less than 1%. And a few experts even 
predicted recession. 

@ There are clearly some old-style brakes at work, including rising 
energy prices, interest rates and debt burdens, all of which take money 
out of consumers’ pockets. But we’re also seeing several new wrinkles, 
like the way the beaten-up NASDAQ appears to be pulling the economy 
down rather than the other way around. However shallow or deep this 
downturn proves to be, it is unfolding according to a fresh set of New 
Economy rules. Among them: 

0 No. 1: What Goes Up Fast Can Come Down Even Faster 

Financial 1 pundits liked to refer to the recent expansion as the 
Goldilocks economy: everything from jobs to inflation was just right. 
Companies that were in favor were wildly in favor. Just how giddy was 
it? Remember the name of 1999’s buzzy, fast-selling financial Bible? 
Dow 36,000. 

0 The risk in New Economy investors’ enthusiasm is that at the 
height of the market, every possible piece of good news is factored in. 
Then when companies whose stock sells at sky-high multiples of their 
earnings announce even minor setbacks, their stock gets "pummeled. 
Last month networking powerhouse Cisco Systems announced it was 
setting aside $275 million in a rainy-day fund to cover missed payments 
from failed customers. Wall Street’s reaction was a punishing 12% drop. 
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0 In Old Economy days, the stock market was a source of stability. 
Wealthy old men would read the listings in the morning paper and learn 
that their shares had swung up 1/4 or down 1/8. Today we have the 
Internet and the “CNBC effect.” People see a trend as it’s happening and 
call or click their broker to chase the ' momentum. High volatility on the 
upside is fun; it’s nice to see that a stock you bought on Tuesday is worth 
30% more on Thursday. But on the downside, it can turn a minor 
"downtick into a major ’ bloodbath. And that’s one reason why for the 
NASDAQ the year 2000 was the worst in its 29-year history. 


0 No. 2: Wall Street and Main Street Now Intersect 

The stock market has long acted to discount predictions about the 
future of the economy—and it still performs that role. But today the 
market’s fortunes also influence the performance of the economy to a 
greater extent than ever. It now helps determine how many toys and cars 
America is willing to buy. 

© That’s because an "unprecedented 49% of American households 
today own stocks, either directly or through mutual funds and 401 (k) 
retirement plans, compared with just 4% in 1952. When the market rises, 
Americans feel wealthy. In 1999, when the Dow gained 25% and the 
NASDAQ soared 85%, household assets swelled by $5.5 trillion. This 
“wealth effect” translates into increased spending. The "rule of thumb is 
that for every additional dollar in their "portfolios, Americans spend 
another 3 0 to 5 0 . That ’'discretionary income is critical: consumer 
spending constitutes almost two-thirds of the nation’s economic activity. 
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© The wealth effect has been a strength of the New Economy, but 
now we’re seeing the "flip side. When the stock market falls, a negative 
wealth effect kicks in. The latest bad numbers on consumer confidence 
come at a time when unemployment is at a hard-to-notice 4%. What’s 
making people 'skittish, it seems, is watching their portfolios "nosedive. 
Since the Dow peaked in January and the NASDAQ in March 2000, 
more than $2.5 trillion in wealth has disappeared. And just as investors 
buy more goods and services when the market is up, they are buying 
fewer now. The ratio of business inventories to sales—a measure of how 
long goods remain unsold—is now at 1.35 months, the highest since May 
1999. And that’s despite great advances in recent years in inventory- 
management software. “The key at the moment is the confidence factor,” 
says Alice Rivlin, who served as Federal Reserve vice chairman from 
1996 to 1999. “If people lose confidence, we could have a down period.” 
(That’s Fed-speak for a recession.) 

© No. 3: Slower Times Don’t Always Mean Unemployment Lines 

As the new economy has cooled, there has been a steady drumbeat 
of layoff announcements. More than 36,000 dotcom employees were cut 
in the second half of last year, including some 10,000 last month. But the 
firings went well beyond dotcomland. There were more than 480,000 
layoffs through November. General Motors is laying off 15,000 workers 
with the closing of Oldsmobile. Whirlpool is trimming 6,300 workers; 
Aetna is letting go 5,000. 



® 

1) flip side 

(Httffi)) J5 
Si > B 5S 

2) skittish [' skitij] 

(a.) : 

S'l£03 

3) nosedive 

['noz.daiv] (v.) 

rns% ■ ffltii 


£ St s tf 

ft ° ’ »44***#*£ 

4% ftn#M ° #« AfJl&?i]*£ftSliJj > 

*#»e ° a ft at * #»#&*; 

’ Mill 

-*£*•«***»#* &«ft£*JL . 

SHI# » 

t • ft*#**«»*£&-Aft 

f *£-«ft 1.35 flJ! > ft-MAMfti/J Gift# 

tfts - 

it# • &-xx7s*n-xxx*r%tii «*#$#«* 

* ° frftAfflftiflr* - Mtttf 1&M « j ( #^ t 

© #=•*##*£*-£«*£**#*» 

tB - A M T ft ft t f A * A f # ;g 'A f lit* 

# > • ft* it ft* MU.** in 

i&fflft-* ° « + -^JlSftjt^ftB*JI AHMilH + A 
ftA » tbit'®*-* * 

-ftiftA ; ft ft ft ft# Jl Aft = SA ; ft^AfU® 

ft*Jl£ftA° 


63 






© The remarkable thing is that U.S. unemployment has so far stayed 
strikingly low. While the NASDAQ plunged and growth trailed off last 
year, the unemployment rate "fluctuated between 3.9% and 4.1%. That 
“’pales compared with the unemployment rates during Old Economy dark 
years like 1992 (7.5%) and 1982 (9.7%). And it gives the lie to an Old 
Economy article of faith—that there was a “natural rate of 
unemployment” below which the economy could not operate without 
spurring inflation. The supposed natural rate: just under 6%. 

© How to account for the strong jobs picture? In part it’s because of 
the tight labor market of the New Economy. Employers fought hard 
during the expansion to recruit and retain skilled workers. They are not 
looking to slash their "payrolls unless they think a major recession is 
coming—because they know how much time and effort went in to 
building their work forces. 

© There is also more worker "“churning” going on. Employees are 
losing their jobs for economic reasons, but they’re generally finding new 
work quickly. The latest rite of the Internet world is the “pink-slip party” 
for those just let go. Dotcommers go to “’commiserate and often come 
away with new job offers. Job churning makes the economy more 
efficient: it directs workers to the positions where they are most useful. 
But it comes at some psychic cost to employees and weakens the social 
"fabric. Workers who shift from job to job do not have the security, or 
form the same workplace bonds, that corporate long-timers did in the Old 
Economy. 
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© No. 4: It’s a Small World After All—Maybe Too Small 

Free-trade advocates say that globalization is an important reason 
for the recent economic expansion. As trade barriers have fallen, goods 
have moved around the world more efficiently and, they say, both 
producers and consumers have benefited. But globalization also brings 
risks. When the world was bigger and countries were less interdependent, 
there were more checks against worldwide recession. 

© In the Old Economy, different parts of the world experienced 
different business cycles. That’s why financial planners advised putting 
10% to 20% of assets in foreign stocks: the "diversification would 
reduce overall risk. But in the New Economy, the world’s stock markets 
are increasingly moving 2, in sync. A recent Michigan State University 
study found that the average international stock fund now has a 66% 
correlation to the U.S. Standard & Poor’s 500 index. Large companies 
are becoming increasingly similar wherever they are located. Investing in 
Finnish cell-phone maker Nokia these days is more like investing in 
American cell-phone maker Motorola than it is like betting on the 
economic power of Finland. With improved communication and with 
computers managing inventory levels worldwide, companies 
increasingly follow the same business cycles. 

© Until recently, the U.S. could act as the economic engine for the 
world, "intervening to minimize the damage in the Asian financial crises 
of 1997 and the Russian debt shock of 1998. But as faster 
communication brings the world closer together, “it raises the risk of a 
globalized ^synchronized recession,” says Morgan Stanley Dean Whitter 
chief global economist Stephen Roach. “We’re already seeing that unfold 
as we speak.” 
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© No. 5: Sometimes There’s Just Nothing Left to Buy 

There may be another explanation for last year’s slump in 
retailing: consumer 1 ’fatigue. The big guessing game recently was about 
what this holiday season’s gotta-have item would be. The answer: there 
wasn’t one. It wasn’t that inventors and manufacturers and marketers and 
retailers didn’t give it their best shot. It’s just that in the end, most 
Americans felt they could live without the latest personal data assistant 
or robotic dog. 

© The fact is, the New Economy has done a brilliant job over the 
past decade of putting high-tech gewgaws on the market and into homes. 
But maybe it’s been a little too brilliant. What’s left to buy when you 
already have your SUV, your DVD and your MP3? The tech industry is 
learning that one of its biggest challenges is building in enough 
obsolescence. A key reason for the current slump in computer sales is 
that box makers haven’t convinced consumers that the new models do 
much that their current PCs can’t. And as Microsoft labors on its new 
operating system, Whistler, it’s struggling to build in enough must-have 
features to make people feel they need to 'ditch Windows. 

® Karl Marx theorized that capitalism was condemned to repeated 
depressions because of “cycles of overproduction.” Marx may have got 
some of the details wrong: he thought the workers would be unable to 
buy goods because their wages would be continually pushed toward 
subsistence levels. Now it’s more likely that consumers are using their 
well-above-subsistence wages to pay for noncommodities instead, such 
as travel, restaurant meals and personal trainers. But if Marx had hit U.S. 
shopping malls last week and seen the heavy discounting—or looked on 
the Internet and seen the emergence of cut-rate sites like Amazon.com’s 
new outlet store—he would no doubt have felt 1 vindicated. 
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© No. 6: The Boom’s Gone On So Long, We’ve Forgotten What a 
Recession Looks Like 

The U.S. hasn’t had a recession since 1990-91 when oil prices 
"spiked after Saddam Hussein’s invasion of Kuwait. And that one was 
among the shortest and shallowest slumps of the postwar period. We 
haven’t had a major recession since the early 1980s. The upshot is that a 
whole generation of bankers and stockbrokers has come of age never 
having seen a bad loan or a bear market. 


© The stock market has had some setbacks, notably in 1987, 1994 
and 1998. But in every case it managed to recover so rapidly and so 
convincingly that investors were left with the belief—still prevalent until 
a few months ago—that any market drop was an invitation to “buy on the 
dip.” With the market apparently headed straight up, traditional advice 
about diversification among stock market sectors and other investment 
classes, such as bonds and cash, came to be seen as "quaint and 
"obsolete. Meanwhile, lenders loosened the "spigots and let the money 
flow freely. 

© And now investors are paying the price. People who piled into hot 
sectors like technology without diversifying have been hit hardest in the 
recent market slide. And "profligate lenders are getting hit in their 
bottom lines. Four times as many companies saw their credit ratings 
downgraded last year as saw them upgraded—the worst ratio since the 
recession year of 1990. 


70 





© 

1) spike [spaik] (v.) 
IS;! ■ Hi! 


© %T, ’ £*£ 

i+«^ 

**7 ° W*fS¥tt*#A ’ 

^iSiS-A- ° tiPm-AAO^ft 
*5#m***#Ji*i4**«n«#*il •#**-*« 


© 

1) quaint [kwent] 
(a.) Sg05 

2) obsolete 
['abs3,lit] (a.) 

iiBfag 

3) spigot [' spigst] 
(n.) ^ : 11-?- 


© /ft******* > tfJHfcg-^A-fc '-XX 

vafr-hiiA* > -(a*#-Aii5iaii^3¥ > 

lift t Aft if ifJtil/] Wtitii^fti# iffttt 

«T&lPA it j «*i±*Mft • ****#(« 

JfciflU:##*# ’ fffttt** ’ **£*&**H* 

:$ ’ #*«UTSr£ILi4 
b# ° I@]Nr ’ ’ A 4$: ft ° 


© 

1) profligate 
['praflagit] (a.) 
®»93 : }I«9 


© «£tt*AiE£#ibft* • £ 

+ • tJ* # ft $ & n * * ft 1 4Hk ft * W A ft IJ ft 
f ° ° £ 

4MIftfff «i£«£* > *iffflft# 
if-° 


71 



time dijftiiiffl? mmm 


© There’s one new economy rule that is turning out not to be true: 
the much ’hyped contention that the tech revolution has permanently 
^’repealed the business cycle. You’ve heard the argument. New 
technology would raise productivity. Higher productivity would raise 
workers’ income without fueling inflation. Well-paid workers would buy 
more, leading to more production. It was going to be a virtuous cycle that 
spun only upward. Well, it just hasn’t worked that way. “The biggest 
surprise,” says economist Roach, “is that the business cycle is back— 
New Economy or not.” 

© But that doesn’t mean today’s slowdown will turn into tomorrow’s 
recession. In fact, many economists insist it won’t. And they credit many 
of the virtues of the New Economy. It was, after all, enhanced 
productivity brought on by technological innovation that brought us the 
economic boom that is now slowing. And increased productivity may 
help the economy fend off some looming threats. Spikes in energy prices, 
for example, helped kick the economy into its last three recessions. Oil 
prices are soaring once again, but the U.S. economy is now able to 
produce twice as much output per unit of energy as it did 30 years ago, 
and the 1 'convergence of several digital technologies is allowing oil and 
gas companies to tap resources they couldn’t even locate a few years ago. 

© The chipmakers and fiber networkers may have overproduced 
themselves into a slump in recent months, but the technologies they’re 
bringing to market will help all sorts of Old Economy businesses, from 
oil to steel to automaking, operate more efficiently and profitably. That’s 
not to say this New Economy is ' immune to downturns. We’re seeing 
right now that it isn’t. But it just may be better able than economies past 
to pull off a graceful landing, with growth that is less spectacular than in 
recent years but more sustainable. 
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US’ Never far from bearish minds is the 1987 crash, which saw the 
Dow Jones Industrial Average plunge 508 points on Black 
Monday . (TIME, May 17, 1993, p. 44) 

^5lft!*§A±tfUl'4 I ’ 1987 ipiftAatiSS : M 

mxmmm/f mibMm- mn- 50s is • 

US’ That 508-point plunge on Black Monday was worsened by so- 
called portfolio insurance, which is computerized programs 
designed to bail investors out of stocks in a downturn by selling 
stock futures. (TIME, Apr. 11, 1994, p. 28) 

Mfeaaa- sosiHftgft - mm rB&ftMtj a±m • 



HillS 


blue chip 

[blutjip] blue chip rtfeftIMf J ’ $&&&£ 

SflSS ’ &iflj£B#4&«t > • t*&i*4 rjRTpn#ft*j 

414 r + ra^U4Jft*j* 

■f 1% #f 'I' 4fe# # (manipulate) (speculation) ’ //r 

i Ntft/ftj 51 <f > # 

> 4PSIU “blue chip” tl*4 
US ’ J## blue chip ttA&MltP AT&T, GM, IBM f ° & 

#if WiPfftS ' + * ' 4 #4 ° 

uSF And while other blue-chip firms such as Sears, IBM and General 
Motors, floundered in the 1980s, most GE units surged ahead 
and consistently hit Welch’s target of being No.l or No.2 in 
every market. (TIME, Oct. 3, 1994, p. 56) 

1980 mi. • * ibm susam* 

sej«li$ • > mmsd 

(mm) Welch mm • aE#RSttiti»46tiftSB-iij8-w 
(deli ° 

US’ Like their American counterparts, Japanese executives cheerfully 
overpaid for their late-’80s acquisitions. But the Japanese made 
another fundamental miscalculation, says Gray Saxonhouse, an 
economics professor at the University of Michigan: “They had a 
faith in American landmarks, a faith in American blue-chip 
names.” (TIME, Nov. 28, 1994, p. 42) 
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bull market 
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US’ Some analysts, dwelling on the fundamentals rather than 
superstition, think the epic bull market that began in 1982 has 
finally entered a long season of bearishness because of the 
likelihood of very slow economic growth in the 1990s. (TIME, 
Oct. 19, 1992, p. 49) 

i99o • 


US' Shine prices in the relentlessly upbeat stock market now stand at 
sky-high levels by historical standards, and dividend yields have 
fallen to near record lows—classic signals that the bull market 
that began 2 1/2 years ago has got dangerously long in the tooth. 
(TIME. May 17, 1993, p. 44) 

^7 • 
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es= The average aggressive-growth fund has risen 29% in the past 12 
months. Corporate-bond funds gained 13% overall. (TIME, Nov. 
8, 1993, p. 58) 

»jaft*&£$iifl2ffl£*PJ$StBg29% ’ ffn &Wlfi X# 

JSteJi 13% ° 


es° As a graduate business student at Pennsylvania’s Wharton 
School, Milken made junk bonds a focus of his scholarship. 
Despite their reputation for high risk, he found that the securities 
showed a history of few defaults. Milken believed the securities’ 
relatively high yields, typically 3% to 5% more than any 
investment-grade corporate bond , were more than enough 
compensation for that slightly increased risk. (TIME, Dec. 5, 
1988) 

Mnken 

a# ’ ° \mimmm\m 

’ ISH-fi:» Milken JS® 
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US' Greenspan's strong hint last week that the Federal Reserve will 
continue to push up interest rates heightened worries that more 
governments with over-leveraged portfolios heavily based on 
interest rate bets could be forced to default . (TIME, Dec. 19, 
1994, p. 55) 

±S Greenspan &*!(£ifMiS*# ( JIBiftfT ) M# 

UHBiSW ’ *0IH:—3K ’ (tfcfi) RlffsfclEifiiMl'flfe 
in - 


ns* Poorer parents, meanwhile, may be tempted to borrow more than 
they ever expect to repay; the default rate on government-backed 
loans is roughly 22% and bound to rise. (TIME, Nov. 9, 1992, 

p. 60) 

W aftfll ■ - le^^tgftibhwia 22% > 
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dividend 
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E&IS*° 
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£se*gfif ft b#W +@*2*«±# > ^* 

■S’ But sales rose even faster (good), and Ford Motor raised its 
dividend 12.5%, the first increase since 1989 (especially good 
since it indicates that Ford’s directors expect the recovery to keep 
rolling). (TIME, Apr. 25, 1994, p. 30) 
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Dow-Jones Industrial Average 
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f'J Dow Jones Industrial Average ( ill ft X ft fi[ ) ° X Hfc ft 
M ft H El M $7 W it ft fl (Dow Jones & Company) # 0 ft 
30 
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it ft £ fit 7# > it ft# 

Dow-Jones Commodity Index ( it ft S on ft 'I# ft ft ) ’ 
ft,® (spot) ® (futures) ’ # 0ft #:£:$kM 
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nS" The Dow Jones Industrial Average closed this week at 2,909.1, 
up 6.3% in the past four weeks and up 544 points, or 23%, since 
its October low. (TIME, Mar. 11, 1991, p. 67) 
MftXliJSIMMIl#® 2,909. i IA ’ tM 

7 6.3% > imu* 10 m\m • m 1 23% - bp 544 ia » 


i®"* The stock market gave the flagging recovery an apparent vote of 
no-confidence last week when the Dow Jones Industrial Average 
plunged 120 points on Friday. (TIME, Nov. 25, 1991, p. 64) 

- juaa 

& mm\:mmm x¥k 120 k • 


US' Argentina’s stock market rose 53% in 1993, for example, while 
Brazil’s more than doubled in value. (By contrast, the Dow Jones 
Industrial Average gained just 14%.) (TIME, Aug. 1, 1994, p.46) 

1993 %-nzm 53% • Mesi&mittfifiifiSc 
saa-ft (asw • mmuMmm i tm 14%) • 
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B3“ Another source of fear is institutional investors . While unseating 
corporate directors is even more difficult than dislodging 
political incumbents, big investors are using their vast holdings 
to put pressure on board members. (TIME, Feb. 8, 1993, p. 54) 
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£>f 
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T ’ 4“ A ft It ^ ft ft ft A ft ft if 1? II" (Securities & 
Exchange Commission, “SEC”) # ft ii ft ° 

OS’ Thanks to record sales of everything from derivatives to new 
stock and bond issues to merger financing, the pretax profits of 
U.S. brokers and investment banks zoomed to an unprecedented 
$8.9 billion last year. (TIME, Apr. 11, 1994, p. 28) 
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<®" When iunk-bond Png Michael Milken copped a plea last April, 
he disappointed everyone who had been hoping to see the white- 
collar trial of the decade. (TIME, Oct. 22, 1990, p. 56) 
'S'ii&fflSAI Michael Milken 4 RWM2M ’ ffifflhlf 
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US’ That kind of talk worries officials at the New York Stock 
Exchange; trading technology is advancing so rapidly that the 
Big Board could be bypassed by such new high-tech systems as 
the Arizona Stock Exchange, the NASDAQ and now Globex. 
(TIME, June 29, 1992, p. 69) 
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03“ When the volatile Nikkei stock index plunged 3.9% last Monday, 
many shell-shocked Tokyo investors feared that the entire 
economy was heading toward the abyss. (TIME, Dec. 13, 1993, 
p. 34) 

3.9% \k - If ftftttft 

ra° Even more frightening was the more recent, and more 

devastating, collapse of the Japanese stock market that began in 
1990, when the bloated Nikkei average plummeted from nearly 
39,000 to less than 15,000 in 2 1/2 years. (TIME, May 17, 1993, 
p. 44) 

ClftTHH 1989 Wj ra&SJJH-j HSdWlJi : M 

ftififtffi' EssHWH^Kmaifi • 

39,000 'Mk 3 \ 1 5 ,ooo 1 AITT» 


92 



If & 


public offering 

PpAblik ofariijJ A £ If "H A RI $ % > # 4 - & ft # T ’ U T' 

&mmn t®#ft-«A£ ° »trft 

( PPlic A individual investor) 

ttifrA ( PP 'Jfc A institutional investor) ° liljJ'itlilsHTTfA 

H-$&ifr*# : frifeftlW# • JJftt&RJlMriltt** 
(Afl#£ft%'Jtf#'**Aft£#$)-t 
ft«#«*#«SiE ’ W**R*rKStl9JRf»*fTAf3- 

£6i« ’ Jftffrtf RAfl*ftJ«Aflife**#£#$fe 

AW ° WJRRfctt » &W#ffAR*-htf#!fclitt-*# 

° f£ H El ’ IHt ^ il )& (common stock) ' 1$jfc 
M (preferred stock) A — IP A A % ft f' M it, : jfc ° 

*&W#IMBWtta£A#A*li (private 
placement) ’ ItitAWHS'J^^A^WH^IE'^fT^o T# 

£j «r»* • ftfcflArtifcA » *>Wf «fr ' RRAfl 
* • • tJL^TW 

S’i'Tfcifi (underwrite) ft # Jf] ’ ft ° £iUfl lib 

*#***?#*# » A# ft As] fit • 

US’ Falcon Cable TV, a Los Angeles-based company with 1.1 million 
cable subscribers, last week halted plans for a $ 125 million 
public offering in the wake of the FCC order. (TIME, Mar. 7, 
1994, p. 60) 
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BS” The S&P 500 gained even more than the Dow during 1991, 
rising 26%, and NASDAQ, the most popular measure for small 
stocks, surged a record 57%. (TIME, Jan. 13, 1992, p. 38) 

£tfm 500 Iftlf fifin T 1991 l#±ji 26% ’ Siiiiilbgit ’ 
ifij'J'MI&ftjliftfitTfBti NASDAQ IlJiSfl 57% » 

*® In Chicago the Mercantile Exchange twice halted trading in S&P 
500 futures contracts, which represent the stocks in the Standard 
& Poor’s 500 index . (TIME, Oct. 23, 1989, p. 66) 
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OS' Under new SEC rules, companies must provide, in their annual 
report to shareholders, some value for the stock options granted 
to executives. (TIME, Mar. 1, 1993, p. 49) 
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8 Remedies 

Here’s how to restore corporate ''credibility and help reinvigorate 
the stock market 

By Daniel Kadlec (TIME, June 17. 2002) 


O Is corporate America falling apart? Each day brings "sordid details 
of dirty dealings at the highest levels of what were once the nation’s most 
respected companies. The ’sleaze at Enron and Arthur Andersen was 
shocking. Now it’s Tyco’s turn, and it won’t be the last. 


© Corporate "shenanigans have ended badly on many fronts: 
bankruptcies, lawsuits and ‘Vaporized retirement plans. They have also 
created a general "disillusionment with the stock market, which 
continues to slide even in the face of mounting evidence that the U.S. 
economy is recovering. That just doesn’t happen. Since 1927, when this 
sort of record was first kept, not once has the market been down six 
months after the end of a recession. Yet the S&P 500 is down 10% this 
year just shy of six months from when the economy first started to perk 
up. 
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© The deepening "erosion of investor trust moved the New York 
Stock Exchange (N.Y.S.E.) last week to propose rules requiring that a 
majority of a company’s directors have no ties to the company and that 
shareholders approve all stock-option plans. Henry Paulson, the normally 
low-profile chairman and CEO of Wall Street giant Goldman Sachs 
(Tyco’s financial adviser), was one of many business leaders ringing the 
bell for reform. “American business has never been under such "scrutiny. 
To be ' blunt, much of it is deserved,” Paulson said in a speech calling for 
curbs on when a CEO can profit by selling company stock, among other 
things. 

© Even Harvey Pitt, the chairman of the Securities and Exchange 
Commission, who has been criticized for inadequate policing of the 
markets, has called for a “massive restructuring of the regulatory 
regime.” Here is a blueprint for how to go about it: 

© GET BOARD MEMBERS OFF THEIR BACKSIDES For a 

company’s board of directors not to know or care that its CEO uses 
company money to buy expensive art and personal "digs on Fifth 
Avenue’s is allegedly the case with Dennis Kozlowski at Tyco, where the 
board is stacked with insiders—is an "egregious breakdown. “It amazes 
me that you can take 10 or 12 intelligent people and put them in a 
boardroom, and their IQ drops by half,” says shareholder activist Nell 
Minow. 
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0 The N.Y.S.E. proposals in this area are sound: more than half of a 
board should be independent of management, and those directors should 
make up all of the audit, nominating and compensation committees. But 
the proposals don’t go far enough. Board members should buy a large 
chunk of a company’s stock as the price of entry, and be paid only in 
shares or options with long vesting periods. Nothing promotes rigorous 
oversight like an economic stake. There needs to be a clear definition of 
“independent” director to exclude those who even indirectly receive any 
benefit from the company beyond their director’s fee. 

0 Board members should meet without management present and 
should have an open line to operations managers to allow for 
independent analysis and frank discussion. Directors should not serve 
more than 10 to 15 years. And the CEO should not serve as chairman. An 
'exemplary board is the one at retailer Target, where 10 of 11 directors 
have no other ties to the company and directors may serve only 15 years 
or until age 68. CEO Robert Ulrich allows executives to correspond 
directly with the board, without going through him. 
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O DON’T LET FAT CONSULTING FEES CORRUPT 
CORPORATE AUDITORS The accounting firm Arthur Andersen 
earned $54 million a year in fees from Enron, making about as much for 
auditing the books as it did for consulting work. Andersen basically 
blessed its own advice. And guess what might have happened to those 
consulting fees if Andersen had stood up to Enron over questionable 
bookkeeping? The auditing and consulting functions should be 
performed by separate firms, and auditors should be replaced every three 
years. The U.S. should also move to “principles based" accounting 
standards like those in Europe. America’s “rules based” approach, known 
as GAAP (generally accepted accounting practices), has proved so 
ineffective that China recently 1 rescinded plans to move in that direction. 
A standard based on the spirit of the rules, not the rules themselves, is 
already practiced at a few U.S. firms, including Pfizer. “Around here, if 
you can see the line, you’re gone too far,” says Pfizer chief financial 
officer David Shedlarz. 

© REIN IN CEO PAY In 1980 the average CEO made 40 times the 
pay of the average factory worker; by 2000 the ratio had climbed to 531 
to 1. This is silly. Talented executives are not that rare. The problem is 
that too many boards demand someone who has already been a CEO 
somewhere else, to avoid the criticism that would follow if a "rookie 
CEO didn’t work out. So we get a "transient band of failed leaders like 
Michael Armstrong at AT&T and Joseph Nacchio, most recently at 
Qwest. Whenever possible, companies should promote from within, as at 
IBM and GE. One immediate improvement would be to index the price 
at which a CEO can exercise stock options so the options have value 
only when the stock outperforms a peer group. And as Paulson said, 
CEOs should be required to "disgorge any profit from stock sales in the 
12 months before a bankruptcy filing. 
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© MAKE COMPANIES ACCOUNT FOR EXPENSES THEY 
INCUR WHEN THEY GIVE STOCK OPTIONS TO EMPLOYEES 

Currently, stock options do not count as a corporate expense, even 
though by granting them companies "dilute the holdings of existing 
shareholders—a real cost. Experts such as Warren Buffett and Alan 
Greenspan have argued that all publicly traded companies should count 
stock options as an expense. Yet today among big companies only 
Boeing and Winn-Dixie do so. Why? The current system is so "lucrative 
for company executives, who reap the lion’s share of stock options, that 
few will make the change unless forced. This was not a big deal a few 
years ago. But this “free money” led to "gigantic options grants in the 
’90s—and now, by some estimates, the cost to shareholders is double 
what it was just two years ago. 

® STOP COMPANIES FROM MAKING LOANS TO 
EXECUTIVES A company is not a private bank. Kozlowski appears to 
have borrowed millions of dollars. WorldCom CEO Bernie Ebbers 
borrowed hundreds of millions. The Rigases, controlling family members 
at cable giant Adelphia, borrowed billions. In each case, shareholders 
have been left holding the bag. So let’s change the rules. Executives get 
paid well; let them go to the bank and put their home "in hock like the 
rest of us. And end the practice by which executives at Enron and Tyco 
have sold stock back to the company, rather than on the open market, to 
avoid legally disclosing the sale for as long as a year—while "exhorting 
others to buy. 
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© STOP TAXING FOREIGN INCOME U.S. firms are lining up 
to reincorporate in Bermuda for one reason: as offshore companies, they 
will avoid tax on income earned outside the U.S. It is time to recognize 
that business has gone global. Companies should pay tax only where they 
earn money. Congress is debating restrictions on offshore relocations. 
Better to eliminate the tax on foreign income; then such companies as 
toolmaker Stanley Works will stay in the U.S., and more foreign firms 
will relocate here. Company tax savings will flow to the bottom line, 
leading to a higher price for shares, which when sold "trigger capital- 
gains tax and ’offset lost government revenue. 

© MAKE STOCK ANALYSTS WORK FOR INVESTORS New 

York Attorney General Eliot Spitzer got a lot of political "mileage out of 
a settlement with no teeth. He forced Merrill Lynch to pay $100 million 
after he showed that its analysts 'touted stocks to win investment¬ 
banking clients, even though the analysts regarded the stocks as poor 
investments. Under terms of the deal, however, analysts still work with 
bankers and indirectly share some of their bonus money. Disclosure of 
conflicts of interest has improved, as has analysts’ willingness to speak 
in language we all understand (e.g., “sell”). But to really fix the problem, 
analysts should not be allowed to work with their firms' bankers and 
should be compensated according to how well their advice works out. 

© TAKE RESPONSIBILITY Many people also contributed heavily 
to their own misfortune—by blindly jumping into the latest tech stock or 
failing to diversify. If you don’t have time to research investments, stick 
with diversified stock and bond mutual funds. “If you ever again buy a 
stock like Adelphia, where five of nine board members were family,” 
says Minow, “you deserve what you get.” 
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®S” The government’s placid tolerance of such heresies is largely a 
matter of timing. With 3,000 international delegates attending the 
annual meeting of the 47-member Asian Development Bank last 
week in the Great Hall of the People, within earshot of 
Tiananmen Square, officials wanted to avoid any unpleasantness. 
(TIME, May 15, 1989, p. 45) 
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D®- Leaders of 18 nations of the Asia-Pacific Economic Cooperation 
forum , including President Clinton, met in Indonesia and agreed 
to create a gigantic free-trade zone by 2020. (TIME, Nov. 28, 
1994, p. 19) 
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B3“ Though Washington has avoided taking any position on the 
matter for now, the U.S. might eventually prefer to see APEC 
become a mechanism to bind Pacific Rim nations into a NAFTA- 
style trade family. (TIME, Nov. 22, 1993, p. 39) 
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O" Lee Kuan Yew, the former Prime Minister of Singapore, explains 
that ASEAN thinks sanctions will not work. “The ASEAN 
view,” he says, “is that if we boycott or condemn the 
government, we’ll lose influence with it.” (TIME, Oct. 28, 1991, 
p. 73) 
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l ®' Every outsider looking at the U.S. economy writes the same 
prescription: cut the government deficit, increase the savings 
rate, end wasteful subsidies of coddled industries like agriculture, 
increase investment in infrastructure. Just last month the Bank 
for International Settlements —the central bank of the world’s 
central banks—weighed in with precisely this advice. (TIME, 

July 15, 1991, p. 76) 
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tap The G-7 summit has an important script—coordinating economic 
policies, stabilizing Russia and rescuing free-trade—but the 
actors seem far from up to their roles. (TIME, July 12, 1993, 
p. 42) 
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US’ The leaders of the world’s seven biggest industrial democracies, 
the so-called G-7 . did not mince words when Mikhail Gorbachev 
arrived to appeal for western assistance. (TIME, July 29, 1991, 

p. 26) 
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ta* The U.S. and E.C. will have still another try in time for the G-7 
economic summit in July. (TIME, May 4, 1992, p. 20) 
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■S’ The U.S. was already conferring with allies over possible joint 
moves at a meeting of the International Civil Aviation 
Organization to be held later this month in Montreal. (TIME, 
Sept. 12, 1983) 
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US’ As an IMF team arrived in Moscow, Michel Camdessus warned 
that the economic changes necessary to unlock $1.5 billion in aid 
“may not be easy.” (TIME, Feb. 14. 1994, p. 13) 
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■S’ Perot denounces NAFTA vehemently, even accusing lobbyists 
for the pact of “economic treason.” (TIME, Jan. 13, 1992, p. 38) 

( 1992 A ] jg/&AA#f yhA-flrtiWatffl 

BS“ The country had been priding itself on its stability and relative 
prosperity, especially since President Salinas pushed through his 
six-year program of free-market economic reforms and Mexico 
joined the U.S. and Canada in the North American Free Trade 
Agreement (NAFTA). (TIME, Apr. 4, 1994, p. 32) 
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US’ Unemployment in Western Europe is expected to rise to a 
postwar high next year, according to the Organization for 
Economic Cooperation and Development . The OECD predicted 
an unemployment figure of 11.4% this year and 11.9% in 1994. 
(TIME. Jan. 14, 1993, p. 11) 

—- oecd 
n.4% > n.9% « 


Bar The Paris-based Organization for Economic Cooperation and 
Development predicted a sluggish rate of growth in 1994 for the 
G-7 leading industrialized countries. (TIME, Jan. 3, 1994, p. 17) 
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113” First came the OPEC embargo in response to the Arab-Israeli 
war of 1973. Iran administered the second oil shock six years 
later. (TIME, Feb. 18, 1991, p. 40) 
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Recovery at Risk 

A U.S. economic rebound is becoming less certain with so many 
hazards looming the globe 

By Bernard Baumohl (TIME, Aug. 6, 2001) 


O It’s winter in Argentina, but the chill that country is feeling isn’t 
seasonal. It’s economic. Argentina is on the verge of defaulting on its 
debt, and people have taken to the streets to protest economic policy. A 
"debacle in Argentina is by itself no big threat to the U.S., and Treasury 
Secretary Paul O’Neill has said as much. Nor is a 2, meltdown in Turkey. 
But Argentina is only one of several dangerous financial storms brewing 
overseas that in combination could damage the U.S. economy. Think 
about sharply rising energy costs, lower output and an even shakier stock 
market. 

0 As if America doesn’t have enough to worry about. Last week the 
government reported that the domestic economy barely has a pulse. It 
grew at a 0.7% rate in the second quarter, the weakest in eight years. Yet 
beyond Argentina 1 'lurk at least three more insults that could make things 
worse. In the Middle East, OPEC is flexing its muscles again. Last week 
it vowed to cut oil production 4% to prop prices. In Europe, the single¬ 
currency system called the euro may be fighting for its survival if 
"stagflation continues to "cripple the region. And in Asia, Japan’s new 
Prime Minister is struggling to carry out his ambitious reform to revive 
economic growth. Failure will deepen Japan’s J, coma and take Asia with 
it. 
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0 Why should Americans worry? Because the U.S. economy’s 
ability to take a punch isn’t as great as it was in the late 1990s. Then we 
were swept up in the most powerful expansion in modern history, and a 
Russian debt default or even the Asian crisis of 1997 couldn’t stop it. 
Now, with the U.S. economy ailing, the damage from the same kind of 
crisis gets magnified. Here’s how: 

© ARGENTINA: THE FIRST DOMINO Just four years ago, 
Argentina was "sizzling like one of its famous steaks. Its economy was 
firmly linked to the dollar, and this kept a lid on inflation, a longtime 
’scourge. But dollarization has limitations. Argentina’s neighbors began 
’’depreciating their currencies to sell more goods in world markets. 
Worse yet, the dollar continued to soar, making Argentina even less 
competitive. 

© Last week Argentina moved closer to defaulting on its $128 billion 
in debt, an amount equal to about half its GDR “Argentina’s domestic 
financial shield may be beginning to crack,” observes international 
economist Shandra Modi of IDEAglobal. a consulting firm in New York. 
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0 What It Means to the U.S. Beware "contagion. Argentina will 
not be able to service its debt much longer. “A technical default is all but 
inevitable,” says a banker. But the danger to the U.S. is not so much 
Argentina as the "spillover. Brazil and Mexico are the critical economies 
south of the U.S. border, and Mexico is in a recession. U.S. bank 
exposure to Argentina as of March was about $12 billion; now add 
Brazil’s $24 billion and Mexico’s $18 billion. During the past decade, 
thousands of U.S. firms have invested heavily in Latin America, buying 
companies, building plants and partnering deals. O’Neill has said he 
rejects the idea that “contagion” is inevitable in global financial markets. 
But consider that foreign direct investment in Brazil, which it needs to 
keep its accounts 'buoyant, fell about $3.5 billion in the first half of 
2001 . 

0 OPEC GETS POLITICAL Since peaking last September at 
$37.80 per bbl., oil prices have tumbled to below $25. This breather from 
high energy costs is going to be short-lived. In the past two years, 
members of the "cartel have stuck close to their output quotas, which 
they demonstrated in last week’s announced production pullback. That 
will bring crude prices above $25 per bbl. again. Should crude top $30 
for a prolonged period, it will further ’eviscerate U.S. corporate profits 
and have a deeply "corrosive effect on the entire U.S. economy. 

0 The chances are rising that OPEC will sharply 1 ’curb production to 
both "spur higher prices and increase political pressure on Washington 
and Israel. “The Saudis are set to do this,” asserts Marvin Zonis, a 
political-and economic-risk expert at the University of Chicago. “They 
are very dissatisfied with U.S. foreign policy in the Middle East, 
specifically with Israel.” 
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© What It Means to the U.S. Shades of the ’70s? No. Non-OPEC 
oil sources have increased significantly since then. But higher energy 
costs are like an ugly tax. Consumers "shelled out an extra $50 billion 
last year because of higher gas prices. “The danger is that OPEC could 
be too successful,” says Nariman Behravesh, chief global economist for 
DRI-WEFA, an economic consulting firm. “If they hang tough with their 
quotas and oil prices stay high as the world economy slows down, the 
downturn could be even more pronounced.” 


© OPEC could "yank the supply chain if fighting between Israelis 
and Palestinians escalates. “This is not a stretch,” says Nicholas Sargen, 
chief global-market strategist at JP Morgan Private Bank. “As the 
violence picks up, the "probability rises that OPEC could get involved 
again.” 

® EUROSCLEROSIS Europe has been getting that sinking feeling 
all year, an inevitable result of the U.S. economic downturn. After 
expanding 3.4% in 2000, the single-currency system could see its growth 
"plummet to 1% or less this year. But here’s the rub: even as the 12 
member countries’ economies "languish, the European central bank, 
which conducts a single monetary policy for all euro-zone nations, has 
been very "skimpy in lowering interest rates. After seven rate increases 
within a year, the ECB "grudgingly dropped rates just once, on May 
10—and then by a quarter of a percentage point, to 4.5%. 
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© Why is the ECB ’’dragging its feet? Because despite the region’s 
2, subpar growth and high unemployment (8.3%), every one of the 12 
euro-zone countries has inflation rates in the red zone, defined as 
anything above 2%. Higher energy costs, rising wages and the outbreak 
of livestock disease have plunged the Continent into stagflation, a brutal 
combination of poor growth and high inflation. That could prove to be 
the first big test for Europe’s 2 1/2-year-old single-currency system. If 
the ECB fails to respond soon, it will antagonize European governments 
and possibly influence coming elections in Germany and France. 

© There could be calls to revisit the Maastricht Treaty, which 
established the ground rules for the single-currency system. The plan 
would be not to 1 'scrap the entire euro system but to rewrite some of the 
rules to enable each country to have more control over its domestic 
economy. “No one is questioning the basic "’premise of the euro,” says 
Carl Weinberg, chief international economist of High Frequency 
Economics. “It is here to stay, and it’s going to work. But the ECB may 
be subject to more criticism.” 

© What It Means for the U.S. The growing discontent over 
Europe’s currency system could prove disastrous here, because many 
foreign investors holding euros would probably switch to dollar- 
denominated investments. That might help bonds and to a lesser degree 
stocks, but another consequence would be to thrust the greenback’s value 
even higher, further "debilitating manufacturing in the U.S., which has 
already lost 785,000 jobs in the past 12 months. The record U.S. trade 
deficit would ^’spiral higher. 
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© JAPAN’S REFORM FAILS—AGAIN The country is in its 
second decade of economic 1 ’paralysis. Consumers aren’t buying much. 
Bankers aren't lending much. The government is deep 'in hock. The 
only hope of escaping this mess is represented by Japan’s newest Prime 
Minister, Junichiro Koizumi, who is determined to administer economic 
shock therapy. Koizumi promised he would ’’slash government spending, 
compel major banks to speed up 4, disposal of bad loans—estimated at 
nearly $1 trillion—allow unprofitable companies to go bankrupt and 
restructure the economy to make it more market oriented. 

© Japan faced critical elections last weekend that will help determine 
how successful Koizumi will be. “Odds are Koizumi will fail to get 
through most of his reforms,” says Behravesh. “It’s an ugly 1 'scenario for 
Japan and for the U.S.” Why will he fail? Many in the Japanese 
'parliament are worried that the medicine will be too harsh. Indeed, 
some analysts predict that this PM won’t be around long. “Koizumi is 
trying single-handedly to take on the Old Guard of the Liberal 
Democratic Party and one way or another, he’s going to get knifed,” says 
Sean Callow, a currency strategist with IDEAglobal. 

© What It M eans to the U.S. Once the chance of reforms 
diminishes, the yen may "tumble toward ¥ 160 to the dollar from ¥ 123 
now. A depreciation of such "magnitude would make Japanese goods 
much cheaper on the world markets. But it could touch off a "frenzy of 
me-too devaluations throughout Asia, including China and Korea. By 
devaluing their currencies, all these countries risk higher inflation and 
paying more to service foreign loans. “Remember, the last Asian 
financial crises got started after China devalued its currency,” says Zonis. 
“So we’ve been down this road before. I think we’ll soon witness the 
beginning of Stage 2 of the Asian crises.” 
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© There’s more. Large Japanese companies will begin selling their 
U.S. assets to raise cash. “We’re already seeing this selling in the U.S. 
stock market and in real estate,” says Behravesh. “Treasury bonds may 
be next.” If so, U.S. interest rates could go higher, and that would 
downshift the economy, no matter what Alan Greenspan does. 
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-tit ’ 

tf > ° ’ $>'17 

• HAt r#iij. ****#« tB£ • 

’ 0 jib pL l squeeze 

iK, crunch ° 

OS' Not that selling the properties is easy. The glut of industries on 
the block, coupled with a global credit crunch that limits the 
resources of prospective buyers, guarantees depressed prices for 
even some choice enterprises. (TIME, Apr. 22, 1991, p. 58) 
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deficit 

f dtfasit| 


deficit - 

-Sift- J 0 5t ’ 

>C t : red-ink ( IlS^C ) ’ #j$ft0#W 

teftfeft - > black ink t*ii# If ft - 

ItSftftttftjfrftft. » deficit iff f 

# # ^ (trade deficit) H fS ft # ^ (budget deficit) - it # Ic 

®4H) m 

- *B#0*ft*A«****#*# 

L Jfi@ = HSito A# * 

( Big Three ’ !### p. 256 Big Three - 5t ) ’ 

ft b *$ft£B£ - 

6 ’ -S.fiL'kT'JilU £M& 

Jf ft ’ f5 If it * 7 £ « ft 'f If £ ? £ t * * ft 'A f# 

(government bond > I### p. 6 crowding out) - o if Wfi 

it#if i - 

B3“ The old enemy, the Soviet Union, has vanished. With the U.S. 
running a $41 billion trade deficit with Japan, the once 
deferential partner begins to look to some Americans like the 
new enemy. (TIME, Feb. 10, 1992, p. 16) 

®&AfW(ft£7 «(aJSHB^B*lftWa^a%4iolg 

Htc ’ 

MA° 


US’ That led to a state deficit of $14 billion, the largest any state 
government has ever incurred. (TIME, Nov. 18, 1991, p. 42) 
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devaluation 

[.divaelju'ejan] f £ (currency » 4 # 4 it # ) ft ft ft ft ft 

KflS appreciation ’ 4r It ft I'J ft devaluation " del: away ’ 

value ft r If ft j . T • ft 
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’ J*tt***^+ ftftfctti*tfflril • 

20tg#K* S'JftHtffi > *1£»T&£ 22 7G » ftff 

It H it ft fr ( SI ft iff 5it : domestic demand ) 4 A ffi ft % 

f ° (&ftl£itlt£if *b«ftt*ft#$ft • 4ft-jg ? 04 

ft - ffi ^ ill (export-oriented) ft M H # ft 1% Mi ft B (it 

£ ft it & ) ’ M (w £ -) I ft t ’ J4&*t£i£ftB^ft 
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ftf*ffl***#i*ftj*i<f****°*»ft • 

fttf-B ° 

US" Fearful of a sudden devaluation of their hoards, East Germans 
last week staged a minirun on banks, withdrawing cash for 
shopping sprees. (TIME, Feb. 26, 1990, p. 14) 

(timarai) • 

US’ In Britain an impassioned parliamentary debate last week 
revealed the public’s deep unease about the agreement in the 
wake of a devaluation of the pound that has shaken the 
government’s economic policies. (TIME, Oct. 5, 1992, p. 62) 
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» tt#itiHn (discount) ftS 

ft ’ #ftJI!ift 0 ****£«#| 0*1111 ft ft IBI# ° -A\m 

1*1] H # _h J& ft * (discount rate) # ^ Ji S It ffi M ’ It ft ft 
}p T ft $ ° fijtP ¥ ft * jt ft 10 % ft ’ 0 * £] W 0 t 

3 1171 >li*l^ft#ft4% > if JgioTfttt It ft 100,000 
X 1/4 ( %- ) X 0.04 = 1,000 ft « it 1,000 ft fltft ¥ tf & 
IRffft^'Jft • • <MrB*£i«gSIJSI£»*teft 

£ A J 1° 

^MSftftft'IU#^ ( Federal Reserve Board ’ PPft H 

ft t***?) #«m** e m *«txft*&« s « 

ftttft&f ° 

> ***J#_tft#*t#7 
ft* ’ ft ft ( BPVTftftft) #«;* » JU.#]ft« - p if A 

tJfcftft • 

H3= European economic officials achieved some success in quelling 
the speculative chaos unloosed last week when Germany failed 
to support the French franc by reducing its discount rate as much 
as had been expected. (TIME, Aug. 16, 1993, p. 11) 
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flat tax 

[flaettaeks] flat j ax ^ f] a t-rate tax sSi, flat-rate -income tax 

& . i£# A*fCM • P5 JL H T' f * g £tbJ3'JA,tX# 

«. • (#*£## r##«,j 

#)* f«*Stt& 1986 *«*-**&*;¥**, - te## 

*££*** ’ > g*A-Itft$ ■ X#fi 
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- * R M ,1* : 59% W H a A i?- 4 *1 # 6<J $ # $ $'] T' 
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Slti'An W -ft Jerry Brown £ 1992 3£ it h ® MS #E 
B# ’ «HiU 13% #*?■?*£**.#«• A# 

* ’ 13% » J5 

13% $/ fiv ft ${, ° 4 it f'J T ’ TIME l£^l»l Jerry Brown 

ttisi# sift Ms *&«#** - tfnsg : 

13% f-sIftH 13% s+* - 

° f'tffto&yfr&f ? J Brown j$#t 

+ t = «*,#.# 0 > 

m - If AW> BifcfcA-T- ° 


rS" Under the system, adults will pay a flat rate based on the cost of 
government services in their localities, rather than property taxes 
assessed according to the value of the home. (TIME, Mar. 19, 
1990, p. 36) 
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flight of capital 
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'A 'll ft ft fa fk : fe SI fh ft ft 0 % i* % ft W ♦ # *6 W if if : 
*»&i*Bi*«j**f]* ' fts#/is$ftitiaf ftftii. 
fjM4i£#fti®i + ftWftif#$ft#ftS'J 1% ; *pft#if. 
AoSftftBf ’ ft if $ $ ft @J $ M 1 . 3 % ; ft 1991 
ftjStt*##Ji*ft 16% ’ ffiiL# 470 » ft ( -kUftk 

%K) &M° «£#**ft*f!|*i*«* > t ft ft ft-it is 
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US’ During the years of its most explosive growth in the late 1970s 
and mid-1980s, B.C.C.I. became a magnet for drug money, 
capital flight money, tax-evading money and money from corrupt 
government officials. (TIME, July 29, 1991, p. 42) 
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hard currency 

[hard ksansi ] & % It & & il %&&& ■ 

(foreign exchange reserve) lit Ik. 9 PS ‘R t (balance of 
payments) ° % If M <§- Ik it IS 9 % 
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Wftfi • ®*fcf ’ 

£f’ $##&#* • tis 
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£ ft » f &ll&f0 t.ft t#'l4 ’ 4 

A«H4±4ft&ft# ° 

Itr China, starved for hard currency , has thus far not signed the 
Nuclear Nonproliferation Treaty or missile-technology-limitation 
agreements. (TIME, Sept. 2, 1991, p. 56) 
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j ftHig&Mftftt j** ’ 

- *s g tft - ^ 
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US’ Recent Census Bureau and IRS data suggest that only 1 in 4 
people who employ household help bothers to pay Social 
Security taxes. Given the natural reluctance to confide in 
government agents, the real figure is probably much lower. 
(TIME, Feb. 22, 1993. p. 54) 
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prime rate 
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US' Nor has the Federal Reserve Board’s actions to lower interest 
rates provided much of a lift outside the housing market, even 
though the prime rate has fallen from 10.5% two years ago to 8% 
today. (TIME, Oct. 14, 1991, p. 42) 

iifrfJM 10.5% 

mimw 8 % ’ • 

•s- Only First National of Chicago, the 13th largest U.S. bank, cut its 
prime rate a half-point, to 9 1/2%. (TIME, Dec. 31, 1990, p. 36) 

(MHWftflMRfifflftftja) fflHssj&nwwss-B** 
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fflWtfSifl 9.5% ° 


151 



mm. 


progressive tax 

[ P ra grrsiv tasks] # it ftjt ML £ M ft, ft^'k% ft if ffi J# i/P # f, $ ft 
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(J ° * S Ifi tSl ¥ ft 1@ A t)H4 tt (income tax) ' it i 
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tw Several of Clinton's top aides want to move away from higher 
taxes on income and toward a progressive tax on consumption, 
like the value-added taxes widely used in other countries. 
(TIME, Feb. 1, 1993, p. 36) 


IS” I was holding forth on one of the more devastating imbecilities 
of the Reagan era, the abolition of the progressive income tax in 
favor of a two-tier flat tax rate. (TIME, May 4, 1992, p. 38) 

(WfiSfl 3 ^ Molly ftT'mimm 
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Proposition 13 
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* ’ 420 % At# > 230 * Aftft ’ 13 !Aftf it 
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#ifft7 rAft*sItJ’ flAil &*”fS'J7 f* • 

US' Proposition 13 . the 1978 referendum that froze property taxes at 
1 % of assessed value, depleted county treasuries, leaving the 
state to pick up the bills for things like schools and welfare 
services, (TIME, Dec. 31, 1990, p. 15) 
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US’ Automakers and other unionized corporations would benefit 
from a new health-care subsidy for their employees who retire 
before age 62. (TIME, Sept. 20, 1993, p. 54) 

’ £ 62 > m 


BS“ Advocates on both sides of the subsidy issue acknowledge that in 
the long run, free trade benefits everyone. (TIME, Nov. 23, 1992, 
p. 50) 
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tax shelter 
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A B it- W ££■ fjf. IS ’ ill & ^ 4 sf. fib (double taxation) ° tax 
incentive ( Mft.f. ) 4 7 & 31 *hft ’ MJ&fWft 

i/P it lib ft iff If it # # ° £ jb" i& f# ' ill ’ I'J f# tax evasion; 
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US’ It would be understandable if the Clintons treated their 

Whitewater investment largely as a much needed tax shelter . 
(TIME, Mar. 28. 1994, p. 26) 

’ ±g*uy§ffi§ 

gyi isia - m&mxmM#) • 


«S* "Hi! I just had a baby an hour ago, and I’m back at work already. 
And while I was delivering, I took a seminar on tax-shelter 
options.” (TIME, Nov. 8, 1990, p. 62) 
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value-added tax 
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B®' The value-added tax , or VAT, common in Europe and supported 
in principle in the House by Texas’ Archer and Sam Gibbons of 
Florida, is far easier to enforce, as goods are taxed at each stage 
of production and distribution. (TIME, Apr. 17, 1995, p. 26) 

fluffift (vat) &RiHi&*a ’ ms.gmmm&ftimim 
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Don't Panic, Spend! 

Asia’s response to the U.S. downturn should be to shop till it drops 


By Philip Bowring (TIME, Jan. 8, 2001) 


O Instead of being frozen with fear at the prospect of a U.S. 
recession, East Asia should start working now to "offset its impact. An 
American recession is not inevitable, though a slowdown is needed. A 
corrective recession for the U.S. now would reduce the prospect of an 
even bigger one later, thereby avoiding the Japanese experience of the 
past decade and that of Asia’s crisis-hit countries since 1997. The world 
needs to address trade and capital imbalances now, before they get worse. 
U.S. trade deficits and Asian and European surpluses must be reduced 
before they reach levels that induce panicked capital flight as happened 
in Asia in 1997. There has been nothing wrong with the record-breaking 
U.S. expansion, but there has been plenty wrong with the way it has 
recently been financed. The most visible sign of imbalance is America’s 
current account deficit, which is likely to total $450 billion, or 4.5% of 
GDP, in 2000. This figure approaches Asian levels just before the 1997 
crisis. Popular wisdom holds that capital has been surging into the U.S. 
to buy American technology and U.S. equities. Actually, much of the 
flow results from American firms and financial institutions borrowing 
abroad. 
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0 More worrying than the deficit has been the buildup to double¬ 
digit annual growth levels of corporate, consumer and "mortgage debt 
(which has 2 dwarfed a modest decline in government debt). The U.S. 
debt explosion is a far deeper problem than the collapse of the 
technology stock bubble. Even before the recent economic downturn, the 
debt expansion had caused corporate bond yields to rise steeply, even as 
those on Treasury bonds were falling—a sure sign of fear. Interest-rate 
cuts from Alan Greenspan will make little difference if lenders smell 
trouble. 

0 East Asian nations must realize that, if there is a sharp U.S. 
downturn, their salvation lies in their own hands. They—and to a lesser 
degree the Europeans—have essentially been sponsoring the U.S. 
consumer-spending and debt booms with excess savings. They are the 
ones with the persistent current-account surpluses that now dwarf the 
deficits some of them ran in the pre-crisis years. Over the past three years 
Malaysia’s surplus has averaged a "monstrous 12% of GDP; those of 
South Korea and Thailand are about 8%. China and even Indonesia and 
the Philippines have also been registering large surpluses. 

O Developing countries ought to be importing capital because they 
spend money more effectively in raising their own living standards. To 
be sure, before the crisis they imported too much capital, and now they 
need to consume. The same is true for the more mature economies that 
have long maintained surpluses—Japan, Taiwan, Hong Kong, Singapore. 
They tend to view excess savings as a sign of merit even if the savings 
are being invested poorly, by supporting the 1 ’profligacy of others. 
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© Can East Asia now stimulate domestic demand to offset the U.S. 
slowdown? "Skeptics point to Japan, where massive government 
spending and near-zero interest rates have done no more than prevent 
another recession. But Japan, with its static population, aging workforce 
and surfeit of consumer durables, is the Asian exception. The rest of the 
region is crying out for more goods and services. China's efforts at 
stimulation—infrastructure spending, wage hikes and tax " disincentives 
for savers—are paying off. Consumption is now rising faster than 
exports. The trade surplus is shrinking. Hurrah! Others should copy 
China. 


0 For the smaller countries in Asia, a weaker American economy 
will soon mean lower U.S. interest rates and a weaker dollar. Splendid. 
Asian countries can cut interest rates too, without worrying that their 
currencies will go into a "tailspin. Existing dollar debts will become 
cheaper to service. Those economies still "pegged to the greenback, like 
Hong Kong, badly need weaker currencies. 

© The region will get a lift from the decline of oil prices from levels 
that slowed recovery in 2000. This should give a boost to consumers and 
perhaps even convince central bankers that, for now, inflation isn’t a 
worry. In fact, the region needs a bit of inflation to get out of the trap of 
higher real interest rates and the debt overhang. There is nothing like an 
expectation of inflation to spur lower savings and more consumption. 
Many governments are sitting around waiting for an increase in 
investment to take over from exports. But the first requirement is higher 
consumption, without which there is no need to invest more. 
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O In 1997 and 1998, the U.S. response to the Asian and Russian 
financial crises was to provide '’monetary stimulation for its own 
economy, and for those selling to it. The world benefited. Now it is the 
turn of Asian governments to do themselves and the world a favor by 
cutting interest rates, encouraging wage increases and 2, refraining from 
ill-conceived “fiscal responsibility.” 
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US’ Alexander Trotman, a Briton who had been head of worldwide 
auto operations, was named the new chairman and CEO of the 
Ford Motor Co., replacing Harold Poling, who is retiring. 

(TIME, Oct. 18, 1993, p. 19) 

ipEPj Alexander Trotman If ° ffe 
Harold Poling ° 

BS“ A typical CEO of a FORTUNE 500 company will have two to 
three gut-wrenching decisions a week to make. (TIME , Sept. 13, 
1993, p. 29) 
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US’ Joseph Jannota, chairman of Jannota, Bray, a Chicago-based 
outplacement firm, estimates that fewer than 25% of U.S. 
companies have completed the task of downsizing their work 
forces. (TIME, July 20, 1992, p. 64) 

ill if f3i$i >3 tit Jannota, Bray Joseph 

Jannota feg+ ’ EIIzEhit M ifft AH ’ filA? 1 ! 

25% • 

B3" In an era of massive and painful corporate downsizing , richly 
paid executives are out of step with the times. (TIME, Mar. 1, 
1993, p. 49) 

mixw&v>i ° 

use Then buyouts and corporate downsizing in the 1980s created a 
huge exodus of workers from high-paying manufacturing jobs to 
less lucrative service-sector work. (TIME, Jan. 13, 1992, p. 34) 

c -ko%-ixwm‘\mmm (stagnation) amis air a««d 
mm ’ Aomm^mim^mMnwi > ®®Astsw 


173 


mm. 


entrepreneur 

[.antrapranr] entrepreneur f=I felt ° >C if # $f- §j If $ F 4kM. 

±MM % j > # #1 & tf Si tb it 10 * £ * ft + .fc ft # « $ 
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IS” To the north in Beijing, China too is on a capitalist splurge. 

Every block has its own office tower and luxury hotel under 
construction, and everybody is an entrepreneur . (TIME, Apr. 11, 
1994, p. 86) 
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US' Robert Morgado, former chairman of Warner Music Group, 
made $7 million to $8 million annually, and when he was fired 
last May he was given a platinum parachute that by some 
estimates was worth $60 million. (TIME, Jan. 29, 1996, p. 32) 

Robert Morgado ’ — ¥frA«ti'± 
-fcMAEftftTcfefc ° 5 g Mli&HS ’ 

US* Kravis landed the company for $7.4 billion more than Johnson 
had initially offered, and Johnson got to open a $53 million 
golden parachute and take a hike. (TIME, Mar. 22, 1993, p. 66) 
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OS’ They acted when nervous depositors withdrew $800 million from 
the holding company’s three major banks, including the flagship 
Bank of New England, after the firm predicted a loss of up to 
$450 million for the fourth quarter of 1990. (TIME, Jan. 21, 

1991, p. 54) 
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i®’ To celebrate his victory in the hostile takeover battle for Trans 
World Airlines in August 1985, corporate raider Carl Icahn 
donned a pilot’s cap and uniform jacket and paraded 
triumphantly around his Manhattan office. (TIME, Aug. 17, 

1992, p. 44) 
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BS° The four Russians were interested in a joint venture with their 
guest of honor, a foreign businessman, but had little desire to 
meet anywhere they could be seen by KGB types. (TIME, Apr. 
18, 1994, p. 52) 
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US’ Many firms were driven out by the 1990 collapse of the proposed 
leveraged buyout of United Airlines, which left arbitragers with 
more than $ 150 million in overpriced stock and no buyers. 
(TIME, Oct. 4. 1993, p. 70) 

1990 tf . 

\k • 1.5 im is - \m>h 

WlHlttfSIRfl ° 


US’ The drivers took a 22% pay cut in 1987 when Greyhound 

officers acquired the company in a leveraged buyout and slashed 
costs to restore profits. (TIME, Mar. 12, 1990, p. 65) 
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03“ Macy is in bankruptcy, and Federated hopes to convert the debt 
holdings into control of Macy by crafting a yet undisclosed 
reorganization plan. (TIME, Jan. 17, 1994, p. 15) 
tSBWS&WlESfSfoi ’ ffil (^;Sx^) Federated 

ft&MJi - 


03“ As part of a reorganization plan that should enable the battered 
carrier to emerge from Chapter 11 bankruptcy protection early 
next year, Icahn agreed to provide $615 million in cash, loans 
and pension-fund guarantees. (TIME, Dec. 21, 1992, p. 21) 
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US’ To hear Silicon Graphics president Edward McCracken tell it, 
taking away the executive’s most prized form of compensation— 
stock options —would be nothing less than a disaster for 
American business. (TIME, Mar. 1, 1993, p. 49) 

Silicon Graphics &5]$S$?fl Edward McCracken &']& 


03 s Pepsi Co. now offers a special stock-option plan to all its 

100,000 full-time employees, from senior managers to Frito-Lay 
truck drivers and Taco Bell chefs. (TIME, Sept. 11, 1989, p. 52) 
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"S’ Within three hours of the decision. Time carried out its tender 


offer to pay $70 a share for 100 million of the more than 180 


million Warner shares outstanding. (TIME, Aug. 7, 1989) 
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Inside a Layoff 

An up-close look at how one company handles the ' 'delicate task of 
downsizing 

By Adam Cohen, with Cathy Booth Thomas (TIME, Apr. 16, 2001) 


O The e-mail looked harmless enough. Be at the ’Renaissance 
Austin Hotel. 20 minutes away, in about an hour. Just another stupid 
meeting, no doubt. But by the time Dell information technology 
specialist Chuck Peterson walked into a room filled with 75 of his co¬ 
workers and a few managers he had never seen before, he knew what 
was up. “None of them would look at us,” he says. “They had their backs 
to us, or they were looking at their feet.” 

0 The bosses stuck to their "script. The economy is bad. We can’t 
afford to keep you. So we’re not. Hand in your badges on the way out. 
There were no individual explanations for why these workers—out of a 
work force of 40,000—had been picked. The members of the 2l firing 
squad never even introduced themselves. It was over in eight minutes. 
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© Peterson, 40, is one of 1,700 full-time Dell workers who lost their 
jobs since February, in an economy that has been "shedding 100,000 
workers a month since the beginning of the year. Last week Winstar 
Communications, once a wireless wonder, 2l hung up on 2,000 
employees—44% of its staff. TiVo, Sycamore Networks and Extreme 
Networks added more bodies to the tech sector's growing pile. AOL 
Time Warner, parent of TIME, has announced 2,400 job cuts in response 
to the slowing economy and pressure from Wall Street. By week’s end 
unemployment had hit 4.3%, a slight but "ominous rise. Worse, job 
creation was down, more evidence that "recession is at hand. 


© Dell’s cuts "illustrate both the abruptness of the downturn and the 
almost "chaotic nature of today’s layoffs, even for companies trying to 
do right. Dell isn’t a 'Rust Belt dinosaur or a business-plan-and-a-prayer 
dotcom. Its workers helped write one of the great business success stories 
of modern times. Dell was founded in 1984 to sell computers without a 
middleman (Direct from Dell, the ads said). Its "hyperefficient model 
helped it pass Compaq to become North America’s largest PC 
manufacturer. Nor is Dell’s good news all behind it. Just last Thursday, 
Dell almost single-handedly ran the Dow up 400 points when it 
confirmed that first-quarter profit estimates were 'on track. Last year the 
company earned $2.3 billion on sales of $32 billion. 


0 Many of the fired workers and their supporters are attacking the 
cuts as unnecessary and poorly handled—and "antithetical to the 
company Michael Dell created. The Dell culture is fiercely 2 meritocratic, 
with workers expected to do whatever it takes to make the company 
succeed. The reward: rich "option packages that turned many thirtyish 
tech workers into millionaires or, as Austin calls them, Dellionaires.... 
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0 The company insists it tried to handle the layoffs as "humanely as 
possible. Dell gave "terminated workers their yearly bonuses early, and it 
handed out "severance packages of two months’ salary and two months 
of insurance coverage. Dell is also paying for job counseling. 


Q Not every employee got the bad news as impersonally as Peterson. 
When senior "recruiter Kathleen Sullivan, 47, was let go, her boss led 
her from her "cubicle into a “team room” where they could have some 
privacy. He apologized "profusely and said he hoped they would stay in 
touch. “Then a tear started rolling down his cheek,” she says. “I’m 
getting laid off, and I’m asking him if he needed a "Kleenex.” ... 


© Gary Davidson’s firing was "mercifully brief. Davidson, 39, a 
network administrator in a factory that makes laptops, got to work at 
7:30 a.m., and his boss called him into the "human-resources building. 
He was told that he was history and was asked to hand over his badge, 
cell phone and "corporate cards. “They gave me the option of coming 
back later to clean out my desk,” he says. “By 7:45 a.m., I was out.” ... 

0 Many of the fired workers object to the way they were let go. Just 
days before D-day, as Feb. 15 is now known at Dell, management was 
denying planned job cuts. On D-day, officers from the Texas Department 
of Public Safety showed up at the Dell campus to 1 ’escort the "doomed to 
their cars. Workers were encouraged to sign “the bribe,” an agreement 
not to discuss their package or sue Dell, in exchange for up to four extra 
weeks of severance. 
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© One of the biggest complaints among 1 'redundant Dell workers is 
that the company has not explained how it chose whom to fire. Dell 
"’rigorously evaluates its employees, ranking each on a descending l-to-5 
scale; fives get fired first. But performance didn’t seem to matter this 
time. “The first guy in my department to go was the second highest rated 
on the team,” says Davidson. “It was more like a ’’shotgun blast, or a 
""lottery.” 

© Some of the workers let go accuse Dell of targeting older, more 
highly paid workers. “The people left are not the ones who built the 
company,” says Peterson. "We did all the sweat, and now they’re getting 
our stock options.” Dell "counters that older workers who say they were 
singled out are just expressing sour grapes or don’t understand where 
they fit in the process. 

© Some say management’s choices don’t make business sense. 
Randy Schleicher, 52, who lost his job as a network analyst, says he 
heard from someone still employed at Dell that the plant making 
computer portables was "on hold for an hour because there wasn’t 
enough tech help after the job cuts. At $11,000 a minute, he says, that 
would be an expensive delay. 

© More broadly, economists are now questioning whether large scale 
head-count reductions are 1 ’cost-effective. Kim Cameron, professor of 
management at the University of Michigan Business School, says studies 
from 1986 to 1992 show that companies that laid off workers went on to 
"’trail their industries in productivity, profitability and shareholder value. 
“A lot of downsizing is simply done as a message to external 
"constituencies, especially Wall Street,” he says. Dell’s stock, for 
instance, rose 9% the day the cuts were announced. It had fallen 62% 
since March 2000, putting heat on Dell for this kind of move. 
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© In theory, the fired Dell workers should land on their feet. Most 
have highly marketable skills, and unemployment in the area is near 2%. 
Every day they 1 ’troop to a “career center” in northwest Austin. They 
check out websites like computerjobs.com and a bulletin board that 
boasts 30 “success stories”—only limited "consolation given that 
companies where they might naturally land—Intel, Motorola and 
Verizon—have also been ’’trimming workers. Doug Hutter, 41, with two 
kids at home, lost his job as an IT specialist Feb. 15. “I’m starting to get 
scared,” he says. “I’m wondering where the next house payment is 
coming from.” ... 

© But if Dell’s "projections hold, it could be rehiring people like 
Hutter soon, and some other recent ’’casualties are already saying they 
intend to be at the front of the line. “Of all the places I’ve worked, I’ve 
never felt more appreciated,” says Davidson. “I’d go back "in a 
heartbeat.” 
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US’ If President George Bush was amazed by the bar code scanners 
he saw last month at the National Grocers Association 
convention in Orlando, he would be truly astounded by some of 
the technology found in state-of-the-art supermarkets like the 
Food Emporium. (TIME, Mar. 30, 1993, p. 49) 

- ts 

> mm\l lit Food Emporium ill! 
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03“ Each ScanFone unit, which can function as a regular telephone, 
features a magnetic-stripe credit card reader and a light pen to 
scan bar codes . (TIME, Jan. 20, 1992, p. 38) 

S-H ScanFone t|5 


200 





blockbuster 

fblak,bAst»] blockbuster IbUlil Dip ’ MM r M til W JE \% 

X»9h tILAf ilf 

pp ° ibff Hi r — &#f (block) 

5? J> - rt»« j «5| 

’ ^**ifi6,iffl^^^t-a.A#t#wip D p > at 
i# ° 4Jf ’ 

blockbuster ilfffl^lrlfji^# ’ 

S§ S pp ’ ■& f li lil blockbuster ’ HfiMIScf-WlESiJSl' 

“If • > Bit&MMXttt 

fi ’ f J^c, ^ blockbuster ° 

•S' But without the limitless pots of cash that the now shrunken 
junk-bond market once provided, the investment bankers can no 
longer arrange the sort of blockbuster buyouts that produced 
breathtaking profits for Wall Street in the past decade. (TIME, 
Sept. 16, 1991, p. 46) 

ikmm'um • &&#3w&iatiB'frABRgn£n¥iJia • 

•S’ A film out of nowhere, with a nobody star, can send people out 
happy—and make the producers of Home Alone rich. 

Conversely, a blockbuster wannabe like Redford’s Havana 
grossed less in the U.S. than, say, the Italian import Cinema 
Paradise. (TIME, Aug. 26, 1991, p. 38) 
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i®“ “Reagan was a goner, right?” says a Clinton adviser. “But then 
the business cycle took an upturn, and he won big a year later. 
Reagan’s ups and downs remind us to take the long view. Bill 
Clinton won't be dead until he’s laid out with his sax." (TIME, 
June 7, 1993, p. 29) 
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US’ A recession is a standard contraction of the business cycle . 

Things heat up; the Fed throttles back to restrain inflation. A 
depression, by contrast, has to do with debt. (TIME, Nov. 2, 

1992, p. 53) 
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BS" Bootlegged stones from Angola and Russia are cutting out the 
De Beers cartel and threatening to subvert the value of the most 
precious of gems. (TIME, Oct. 12, 1992, p. 73) 
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"S’ That would place the pension burden mainly on ACF Industries, 
the Missouri-based railcar leasing company that Icahn uses as his 
cash cow to fund outside investment activities. (TIME, Aug. 17, 
1992, p. 44) 

( PWWfSc Carl Icahn TWA ( JHWlft: ) 

’ ffi&tSLhfltfrESt) - 

mm ACF XU • Icahn 


n$* These, and a great gut for pop culture, served him well as 
chairman of Paramount Pictures from 1974 to ’84 when it 
produced golden-calf movies (Grease , Flashdance) and cash cow 
TV series (TAXI, Cheers). (TIME, Mar. 9, 1992, p. 64) 

( »JS»il**JIA Barry Diller ftfl 50 > ISEX^il 

abc - m&mm 20 tftje»»r&wi) m&u&mixmiat 

mmwmw. - mmurmm) n m. 84 

mwmm <xmm^)' nmmm±£M±wnm 


205 



TIME 


cashless society 


['kaejlas 

sa'saiatl] 


h > » M 

( & ' ft) it * 

ffc^Sf T ^ « *£#****##**« » ffiUT't! 
±A ’ ftt ' 0 ji® fbi^M 

i«IA » ° Slbxt^ili 

**#917** ' + - -tfffi* 

£&#* ' ft##r* 

±Aj (tj ’ ' it» «*i rftj - if* 

ft4ft - $ iTtt.it ’ « 

r gj Hf. flj - j plastic money 'f fflt it # ’ 4i #? ft )$ + credit 
card, debit card ( ^- tft t » sic, ft charge card ) , smart card 
( ^PSftfii&fS.iflT'tiftfl ICt ) ^ ° credit + H debit 

+ %. A W T- If 4 ’ credit card ® 

^ ’ if debit card I 1 ] fS ft i# 0 it American Express ( i| i| 
t ) MM~~H debit card ’ if Visa I 1 ] jk credit card 0 


US’ Says Keith Kendrick, senior vice president of marketing for 
Master Card: “Though people have talked for a long time about 
the cashless society , we are by no means all the way there,” 
(TIME, July 1, 1991, p. 50) 

Keith Kendrick m. ■■ rstrains 

nn i j 

tS" Since the early 1960s, when assorted gurus proclaimed the 
imminent arrival of the Information Age, businesses and 
consumers have been eagerly awaiting its coming—and with it, 
the "paperless” office and the “ cashless society ”. (TIME, Aug. 
12, 1991, p. 44) 

i96o^ftm»i > 

* * r& 
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CBT Chicago Board of Trade ( i JlP IF 3$ J§ ffc ) ft 

ffi# • ££Sft*iLftt£ft»*#1rd# . 

£&i§fc$£ft«f ° £f 1848 

it > 1.400 « CBT #A3t f ’ K 

?1' #t*#0r*frft#¥ ° 

ft t lc 3C IF S) ^ Chicago Mercantile Exchange (CME) ’ IF- 
PI #£. ♦ M. if & M Ht ’ W A International Monetary Market 
(of CME) ’ (financial futures) 3C IF 

= : tlKlt' - 


US' Four years and $70 million in the making, the Globex system is a 
bid by the Chicago Mercantile Exchange and the Chicago Board 
of Trade to keep from losing yet another homegrown industry: 
futures trading. (TIME, June 29, 1992 , p. 69) 

i - ciobex 

ft zm&m&xm m zmmtm mmm ■■ 


' Clear explanations of how dishonest brokers and floor traders 
operate should add to the damage-control problems at the 
Chicago Board of Trade and the Chicago Mercantile Exchange . 
(TIME, June 11, 1990, p. 71) 
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chain store 

l‘S en stor l 6 if 4 #, /£ # ± > £AH«Wtf±t (hyper-market) 

iiifJS niftft-fc-fi - OH*r&MM® j • #f *B8i| 

,$. ■&§!#/# *###* 
Iff ’ —Ifliitfllf' 3® ' ;£®£#lit Soffit ’ #4 

#}& 3 **A#* ’ ***-Sttt • = (l) fi 

ft+ ’ «##£**6#*Mfc : (2) ’ £ 

■£##g ff ’ ’ &&XA = (3) * *«« 

A ’ «f S6^na : (4) > t**T« £4®« » 

i : (1) tffit ’ «l*ft 
;(2) B*t¥« » -m%m 
)&%9 ’ &#I»/US ’ » 

» -«’4gf i|« 

(regular chain) ’ A .£§ A g| j£ j£ iB W Ht A ift 4 ° IS. SI j^A 

A' io&wj ’ - s 

lit tb J IL 7 ^ IS S (franchise chain) ’ -fe ,f£ )§; ^ A @1 J 

# ’ TJflflWiHSf ’ #W 

fi**# ’ lUAgitXA ' $ 
» ' **J*£ff# °tkt]tm ’ #Afc*ftflJS!lAttfi# 

£0 45 (J ’ ftP 7-Eleven, Watson’s ^ ^ ° its j& jit Ifc 6*J $$ 

«# a# a a ' tA > «g$st 

> £-«£*]«/« ° 
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&$%.!£ @ > I'J 

rg£-$$ j (7-Eleven) ’ 

-f Sffi; > iS#ft*3fJ*^WI|#t-*ftil 

® ° ’ iltf tA ’ 


•S' Wal-Mart, the discount store chain , created more jobs in the first 
30 months of the recovery than any other company in the 
country, but they generally pay only about $5 to $9 an hour. 
(TIME, Nov. 22, 1993, p. 32) 

¥-IBiUfiiaj£ Wal-Mart ftmmmmtti&im 30 fg£ 

Tzmmzwximt - 5 m 

9 H7T ° 


I® 1 In partnership with Cablevision Systems Corp., the department 
store chain hopes, rather optimistically, to reach 20 million 
subscribers 24 hours a day, seven days a week. (TIME, June 14, 
1993, p. 11) 

( Macy’s 5] ) ®3 ( lJjl'ilEi'0 a ) Cablevision Systems 

Corp. 24 >h 

n • -ana 7 2 ° 
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cut-throat competition 


[' kAt' 0rot 
,kamp3'ti$3n| 


#&«*■**«, • #* (« 0 3t» 

4 economic performance £f >Sf ffe % ) 4 ft J f. ft ’ ^ i( tl 4 

tteflt • ’ #£££#$*$ ’ 

IWftttff ’ » 4 

It# ’ Ktf - 3 tm I 

(price war) Ititrfc, T jgctifi]$f 

7^4#ff J «K'« ° fll6>f ttflAt** ’ 

tt*«m r*H* j ft««°it«Stt«*-#aT£ ’ f 

’ nm 

• -«&££] ff««S ° « 
’ K 


US’ But Bernard Attali, chairman of the board of Air France, warned 
that the "suicidal” consequences of cut-throat competition will be 
massive layoffs and fewer flights to small cities, (TIME, Mar. 1, 
1993, p. 32) 

[ ) ffiftSHlaS^g Bernard Attali f 

nt£ ’ rg^j 


BS” The shift of sentiment toward NRA (National Recovery 
Administration) was brought about in part by industry’s 
realization that the days of cut-throat competition and laissez 
faire are over. (TIME, Jan. 1. 1994) 

ft sisftmi • 
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durable goods 

['djursbl gudzl ’ it# 3 *Gl.h ’ 

WAIt #!t (capital goods) Hffitif vpj W dp (consumer durables) ° 

> *P3f# ' 

« n& ’ ' 

I*** ' #*Mf ° 

«f!t > ' t« ' it** ' ;*# ' 

DP ° 

$1 durable goods ti ft ft ft ^ i non-durable goods ( # 

it Ait)* #frsnt-^^ft^ft)HftiD a p - 
£ ’ ' if?*# « & 

D D D$«.ftitAt£ ’ Hjlfcjft# #l#IfTP D pftiAt^« 

* • Hit ’ #£**##**# 4 *? ’ 

it* A*ft* »°d ’ «it Rtf* *4 ft**ft««SiH« 

% 4f $ f $ ° tyl itt ( distribution ’ IP M * % 

(advertising) PP^i|fJiiMPill'Alt$ci?fftlttirgfJti ° f^J 

’ *#**J*A ’ 

E«ft4> ’ **#J*t6£*#*RftifcttKSJft** • IP* 
it«p D Dft«f • tSttft ’ HffjjMPKft 

fj ’ is^t is it 4® $7- > itA'MPi 

jf£fe rtf* J (*£ir&Jt) fti dp ° 

Sf 4#®i. > *###A#ft*#* 

# ° ' %% ' ’ t#«iS ' tJt 

*** DP ' ft)ftp D p ' IBAffii* fii&ft* • 

« ft**B? B^ittt* p°pft«t# 
**£-«** ’ B*tf#£»A«lTiMt* ° tftfBl* 
JfctfJtftBttfrfcT > f&mMUkfJk r&ft;&&j ft# 
£«&«*# ’ **«*.#ft*ifAji ’ 
frunw' m% ’ ip^ritfj*f ft m t* - 
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t& (K$- ' **) tt** lift* 

■14 » 5#&-5T« - » jw %%£* * 

° &4 - 

> • 

BS” These latest cutbacks underline Clinton’s challenge as he 
prepares to revive the economy. While GDP grew 3.8% in the 
fourth quarter and orders for durable goods rose more than 9% in 
December, continued job woes could choke off recovery. (TIME, 
Feb. 8, 1993, p. 21) 

c *H?Rttsg&iK&&itR) m&mmmmwjmnTm 

3.8% * mixm wwih.B 12 - mg#* 

«S" Strong increases were registered by consumer spending, business 
investment, orders for durable goods , sales of existing houses 
and consumer confidence, while new claims for unemployment 
compensation have been showing a consistent decline. (TIME, 
Dec. 7, 1992, p. 22) 

' mxm iw * 

'Diwstrtfi • ° 
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installment payment 


[in'stolmant 

'pemsnt] 


installment 4 £ ft ft + # 1 4¥ W » 

’ 'i’JB installment payment : ^ 
Wttifc • -£**£ + #76 > > ttfeftiitT 

t $ 24 ffl ' 36 1@ ^ * -ft ’ # is ^ ,t - It ’ It “T « & 
it > 

*T > B5JIII Rife#«£#** : 20 # ' 30# » 

y# • f 10# # # 4 & # # ft « 7 - IMSfcfjt'ftttft 

(Enjoy now, pay later.) ’ IE tL $ # Ifflf it A 

# > JJrttjfi# 

4K#Ji > 

a-Mftit > *******4*£ > fat-li 

’ 4#0r*#to#*#0r* ° 
p D »«i&if ft* > 

& . *[!*■* ' t* ' 1 ff« ’ #*TW4H»ttit • F5 + BA. 

> Sifcfct ' 


US’ But I’d like to see the tax deduction for installment loans on 
automobiles come back as an allowable deduction. (TIME, Jan. 
27, 1992, p. 45) 

[ mmHM (GM) mm Robert Stampel ggf&Pdj ) fiSftSiiH 


US’ Hunter calls his proposal "the Democracy Fund” and fixes the 
initial installment at $10 billion. “It could be the greatest bargain 
in history,” he says. (TIME, Sept. 9, 1990, p. 16) 

( HSf#AIp¥# Robert Hunter B?] 

Hunter rgjg#l ’ 

ioo itH7c »\<m ■■ 

M ° J 
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IPR ft intellectual property rights ftffi# ’ % St ft it 
^ ffi ft : iHltSft (industrial property) M it Iff i 
(copyright) 0 X M ft (S fIX iMF f'J ft (patent) ' ( If jfl ) If 
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(trade mark) E J I » IF ft ft f'J ± 1 c # 5 C # ' ' ® #r ' 

ft* ' 1 » ' 0 
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#>f£«ftftA»K rftflij ftig;g - ±ft 
4^#f fcWftftft* • ftg4#5f&SRfttStft , 4 
4* #^ + ^±7 r#ft 301 j ft* > *n«4£B#fc 
• £if4MF#.hft » KAiSHt 
£r##m&j' r-**L*j* 

6 • #* r#*ij*ift j B*>*BftA1t;&?ftftftft 

(trade retaliation) ° a if ' * 1 !, (£ A 4 1 " — g ^ J 

W * ffiAPtf'JMftg . 4<i+0f * 

ft ° BftftB-Hftftftfl-ft ’ ##**** > Sit,sT«7 

» AttftR* 

ifttftft ’ *« _t«J* A *B ***#**«! ’ 
fttW'JNr ’ ft ft ft r **j ft . iiffftiistSiAg# 
w ’ ftttfijT sr §as«# ftfttH^a - 

A « teft##ftat^rft ’ ftff ftftftftftftftftft > At 
ftffift+BA*±#ftft±ft«ftft#° 
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K* Bush refused to join other industrialized nations in a biodiversity 
pact to protect plant and animal life from possible extinction. He 
argued that the treaty failed to protect intellectual property rights 
in biotechnology and imposed unnecessary obstacles for 
researchers. (TIME, June 22, 1992, p. 24) 

me • sa*) hawa 

aMti - » 

t® 1 The information highway promises multiple collisions between 
intellectual property rights and the free-expression rights of those 
who would use the data they find there. (TIME, Apr. 18, 1994, 
p. 35) 

> Bf s- •a 
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niche 

[""j! niche rg^J’ 4 ft 

||JS it mil £-ft, ’ ' ttftttJtjF ° 
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Rrf^Hft (Internet) PWf ft rftlfl.rftit'&ftj (information 
superhighway) it f: 0# > IB # ft ^ Pfl Jim Clark @P & If 4 if 
31 ¥ ° ft 4& 'ch ft A Marc Andreessen /jlrfH^iii^ft^^ 
till* (World Wide Web: WWW) Ij fcftft# WWW ±*J 
$$ Internet ftfrS, > _h j6R ft- ft A £ *P itili:ft - ffill# 
A # 7 A: W ° ii — % it 'll % E K ip ft 1% (Hi 'k SI - ;£ 1995 

* 8^JR*^HUiT|f ’ £M*ft&#AftW 20ttH7te<) 
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ffi Jim Clark 'IB A ft A If ■& # 13lSI47t 0 i£jstl=;ft , it'^7 
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fttttt + *jiaftJ:**pftll ’ ftifr4hft±«* ' fifcft 

ft*-*7 ft? 
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US' Boasts CEO and co-founder Herb Kelleher: “We’ve created a 
solid niche —our main competition is the automobile. We’re 
taking people away from Toyota and Ford.” (TIME, Jan. 25, 

1993, p. 55) 

( ] IvgSt®® nflteA Herb Kelleher g 

• j 

cy Although Apple eventually solved most of the computer’s 

problems, IBM compatibles still dominate the personal-computer 
business. The Macintosh today remains stuck in a niche , with a 
market share that hovers around 10%. (TIME, Jan. 31, 1994, 
p. 93) 

> ibm 

dBk ’ RWAift io% ±TWfffl»iSfrts • 
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no-frills 

[no frilz] f ri H * * $1 ft ft $ if ' ifif - t*if# ' 

P§# it ° no-frills it'll £ ° $ 
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7 #•**(* > 
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Airlines > t M iB ft G*ft #M * 0 ft #K 
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*«*» ° 

* ° smi«ft*a^4*ifi'jftft > *$ii# °itt/f- 

tit Sp$* ’ M A & ° 

BS" Introducing a perfume is very expensive—commonly around $10 
million to $15 million for the first year of a no-frills national 
launch. (TIME, Dec. 21, 1992, p. 54) 

si a—®* f#*±ffiw«w«isw- 

1.000 m 1.500 hhtc • 

ts- Nadezhda earns 3,000 rubles styling men’s hair 39 hours a week 
in a no-frills state shop that serves as one of the neighborhood’s 
social centers. (TIME, Dec. 7, 1992, p. 62) 

[ ISSSff Aftj^iS ) Nadezhda 39 /J41#4ff! All 

Misit • -fi/tii 3,000 itft • 
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own brand 
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I« » » ft A A* - 

US’ He won a Tony nomination for his Broadway acting debut in 
Metamorphosis and last week introduced his own brand of 
women’s perfume, called—what else? —Misha. (TIME, July 3, 
1989, p. 60) 

( ^fSEEfffil^/SHj^ Mikhail Baryshnikov MMS’ffilt) (til' {£ 

~g%mvmm tu mm ie> • Maxiifni 

^7 §Wn g a ft ^##7k • nil®—JltPUfklgifS? - 

#$Jt Misha ( ) - 
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(S’ Macedonia is the birthplace of Alexander the Great and the name 
of Greece’s northern province. Therefore Athens thinks it has a 
2,400-year-old trademark on the word. (TIME, Oct. 12, 1992, 
p. 64) 

[ (Macedonia) rtMl '£] 

• msmm nmt 

ra^i i- 

•S' Frank Sinatra collapsed on a Richmond, Virginia, stage while 
performing his trademark My Way. Complaining of the heat, the 
singer fell to the floor "like a sack of stones,” recalled a concert- 
goer. (TIME, Mar. 21, 1994, p. 21) 

Richmond 
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Apple's New Core 

Exclusive: How Steve Jobs made a "sleek machine that could be 
the home-digital hub of the future 

By Josh Quittner (TIME, Jan. 14, 2002) 


O Remember when computers used to be cool? Deep inside One 
Infinite Loop, the Silicon Valley address of Apple Computer’s Industrial 
Design Lab, they still are. Never mind that the Valley is a grim place 
these days and that the gold rush has given way to the deep 1 ’funk. Forget 
that the Internet bubble has burst, and that Ma and Pa investors are 
wearing a what-were-we-thinking? 2, grimace of fiscal remorse. Right 
here, right now, sitting on a butcher-block table, bathed in the sunlight 
that pours in through spyproof frosted-glass windows, is—repeat after 
Steve Jobs now—the quintessence of computational coolness, the most 
fabulous desktop machine that you or anyone anywhere has ever seen. 

0 O .K., maybe that’s overstating it somewhat. Maybe that’s 
overstating it a lot. But it’s hard to remain impassive when you’re sitting 
within the reality-distortion field that surrounds Apple’s "evangelical 
CEO when he’s "obsessing about the dazzling, never-seen-anything-like- 
it, ultra-top secret computer perched before him. This is the new iMac, 
the long-awaited successor to the best-selling, candy-colored, all-in-one 
computer that revived Apple’s consumer sales and signaled that the boss 
and co-founder was back and badder than ever. This new iMac, Jobs 
says, “is the best thing we’ve ever done.” 
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1) sleek [slik] (a.) 


0 

1) funk [t'Agk] (n.) 

2) grimace 
[gri'mes] (n.) 
Slg|563fflffi = 

3) quintessence 
[kwin'tesps] (n.) 

US : 


0 

1) evangelical 
[Jvarn'cty-likl] 
(a.) fa#«aK) 

2) obsess [ab'ses] 

(v.) mm ■■ am 
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© Of course, this is Steve Jobs talking, and he says that about every 
new product when it’s ready to launch. With him, it’s always a 
revolution. But even when he’s wrong, you can be pretty sure that 
whatever he and Apple are doing will quickly be copied by the rest of the 
PC world. So what if you don’t have a Mac? Pay attention: what Jobs 
does is often the shape of things to come. 

© Besides, this time he really means it. This time we need a 
revolution. This time the computer industry is in free fall and, all around, 
the makers of desktops and laptops are 1 'frantically cutting one another’s 
throats even as they cut costs, 2 ’vying to be the cheapest box on the block. 


© Not Apple, though. 

0 Jobs is betting the company that what consumers most want from 
technology is control of their digital lives. And what better way to do that 
than with the smartest-looking, easiest-to-use, best-engineered computer 
there is? The time is right, he says. We are ' wallowing in digital 
cameras and camcorders and MP3 players that get harder to use, not 
easier. The thing that will connect us to our 2l gadgets needs to be a digital 
hub, a computer designed to simplify our lives. This, Jobs says, is what 
Apple was meant to do—and it’s what no one else in the PC world is 
doing. 

© So damn the recession! Build it, and they will come. “Victory in 
our industry is spelled survival,” says Jobs. “The way we’re going to 
survive is to innovate our way out of this.” 
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1) frantically 
['fnentikji] 
(adv.) SUffiffi 

2) vie [vai] (v.) 
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1) wallow ['walo] 
(v.) HM 

2) gadget [ gasd 3 it] 
(n.)8§* : 
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O Now before you leap to your feet and shout amen, consider this: 
Apple, which has been innovating and rebounding since Jobs’ return in 
1997, has nevertheless been struggling to retain the small market share it 
still enjoys. This time Jobs and the company he built and nurtured and 
adores really, truly need a hit. 

© The new iMac, which Time took for an exclusive test run recently 
and which will be unveiled at the annual Macworld convention in San 
Francisco this week, could be just the thing. Like many PCs today, the 
new iMac is built around a flat-panel display. But instead of taking up 
precious desk space like a typical flat monitor, the iMac’s screen floats in 
the air, attached to a jointed, "chrome-pipe neck. It’s also rimmed by a 
“halo,” a "’translucent plastic frame that makes you want to pull it toward 
you—or push it out of the way. Jonathan Ive, chief of Apple’s ID lab, 
says he designed it so that you would want to touch it, want to “violate 
the sacred plane of the monitor.” The chrome neck is "articulated and 
bends while maintaining the angle of the screen; it connects to the 
computer, an "improbably small hemisphere at 26.4 in. in diameter- 
somewhat bigger than a halved "cantaloupe. The machine bears an 
‘"uncanny "resemblance to Luxo Jr.—the fun-loving, computer-animated 
swing-arm lamp that starred in a short film by Pixar, the fabled 
computer-animation studio that Jobs runs. (Pixar creative chief John 
Lasseter has also made the first new iMac ad.) “It looks a little "cheeky,” 
says Ive. It looks alive. 
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© Can it make Apple’s fortunes grow, though? The original iMac, 
which launched in May 1998, sparked a 400% Apple-stock surge during 
the next two years, and has sold more than 6 million units. It was also 
Jobs’ first home run since his return to the company the previous year 
after 12 years in 1 ’exile. Now that Apple’s stock has fallen back to earth 
and retail stores are clamoring for something new to stimulate sales, 
Jobs needs to swing for the fences again. 

® The situation is far from ' dire. Apple has more than $4 billion in 
the bank—enough to wait out the recession—comparatively little debt 
and millions of fanatically loyal users who will give up their Macs only 
when you 'pry their one-button mice from their cold, dead fingers. But 
Apple’s annual revenues have dropped from $8 billion to less than $6 
billion, and the company continues to lose market share to the Microsoft- 
Intel-dominated world. A little more than 4% of new PCs sold in the U.S. 
are Macs. (Don’t ask about worldwide sales, where Apple has actually 
slipped to less than 3% of the market, from 5.2% five years ago.) With 
Microsoft’s antitrust troubles tabled for now and a new operating system, 
Windows XP, that’s stabler and simpler to use than ever, Apple will be 
hard pressed to attract ’’converts. 
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© A misstep can be fatal in the fast-moving computer business. And 
Jobs, a perfectionist when he settles on a project, tends to get his ideas 
from his 'gut rather than, say, focus groups. Some analysts argue that 
Apple should abandon innovation in favor of building a cheaper box; a 
$500 iMac would fit the bill. Others say the company should have 
pursued the post-PC dream and started turning out Internet appliances, 
tablet PCs or personal digital assistants, as competitors have done. 
Instead, Jobs’gut tells him that the PC isn’t dead at all. It tells him, in 
fact, that what people really want is a better PC. That what they really 
want is a Mac. 


© There comes a time in every important Jobs project, usually when 
the thing appears to be finished, that he sends it back to the drawing 
board and asks that it be completely redone. Some people say this trait is 
"pathological, a sign of his control-freak perfectionism or his inability to 
let go. “It’s happened on every Pixar movie,” Jobs confesses. It’s also 
what he did when Ive presented him with a plastic model of what was to 
be the new iMac. It looked like the old iMac on a no-carb diet, a leaner 
iMac in the Zone. “There was nothing wrong with it,” recalls Jobs. “It 
was fine. Really, it was fine.” He hated it. 
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© Rather than give his O.K., he went home from work early that day 
and summoned Ive, the 1 ’amiable genius who also designed the original 
iMac, the other-worldly iPod music player, the lightweight but heavy- 
duty “’titanium PowerBook and the ice-cube-inspired Cube desktop, to 
name but a few of his greatest hits. As they walked through the 1,000-sq- 
m vegetable garden and ’’apricot grove of Jobs’ wife Laurene, Jobs 
sketched out the Platonic ideal for the new machine. “Each element has 
to be true to itself,” Jobs told Ive. “Why have a flat display if you’re 
going to 4, glom all this stuff on its back? Why stand a computer on its 
side when it really wants to be horizontal and on the ground? Let each 
element be what it is, be true to itself.” Instead of looking like the old 
iMac, the thing should look more like the flowers in the garden. Jobs 
said, “It should look like a sunflower.” 


© This might have irritated some people. But Ive "synchs with Jobs, 
readily playing Sullivan to his Gilbert. Ive, the son of a 2) silversmith, 
likes to talk about industrial design “as product narrative. My view is that 
surfaces and materials and finishes and product architecture are about 
telling a bigger story.” The story the new iMac wanted to tell, he says, 
was about a flat display so light, fluid and free that it could almost fly 
away. 


© He had a good working sketch of the new design within a day. But 
engineering the machine—squeezing all the gear into the little box that 
Jobs wanted—took nearly two years. 
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© There are some things in the world of Jobs that you can rely on. 
On warm days, he will always appear at work shoeless and in hiking 
shorts. The rest of the time, he will always wear Levi’s jeans, no belt and 
one of the hundreds of black, mock-turtleneck shirts a clothing-designer 
'chum made for him many years ago. (Not having to worry about what 
to wear to work every day allows him to concentrate more on work, he 
says.) And he will always take any opportunity he can to lay out the 
wider context, the framework—and how Apple fits in. Pull up a chair, 
because Jobs is about to paint you the big picture. 


© The way Jobs sees it, the world is entering the third phase of 
personal computing. (For those of you who haven’t been following 
along, the first era was all about utility—folks using their thinking 
machines to do word processing, run spreadsheets, create desktop 
graphics and the like. The second phase was about wiring all those 
machines together on the Internet.) Now that we’re all interconnected and 
productive, we’re ready for the next great era: people using computers to 
1 ’orchestrate all the new digital gear that has steadily crept into their lives. 

© At this point, Jobs likes to draw a "diagram, which begins with an 
outer ring; he draws gadgets on that ring. “We are surrounded by 
camcorders, digital cameras, MP3 players. Palms, cell phones, DVD 
players,” he says. Then he draws a computer in the center of the ring. 
“Some of these things are plenty useful without a personal computer. But 
a personal computer definitely enhances their value. And several are 
completely unusable without a PC—a PC meaning a Mac. in our case.” 
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© Now he fixes you with his famous pay-attention-here stare and 
"furrows his Salman Rushdie eyebrows: “We believe the next great era is 
for the personal computer to be the digital hub of all these devices.” 


® Here’s how it works. Take digital cameras, which sold even better 
than retailers expected in 2001, despite the recession. “The problem is,” 
says Jobs, “the minute you plug them into your computer, you fall off a 
cliff. It’s just a complete mess on the computer. We decided that this was 
our calling—a place where we can really make a difference.” 


® If the new iMac functions as well as it’s supposed to, it will 
simplify your digital life like no other machine can. You can buy a PC 
with a flat-panel display and a built-in DVD burner for around $1,800, 
the same as the equivalent iMac. But it won’t work as well. In part, that’s 
because Apple gives away a number of core programs (iTunes, iMovie, 
iDVD and, starting this week, iPhoto) that allow you to control your 
creative life. They do what other PC software does. But they do it better. 


© Apple’s secret, which doubtless comes from Jobs’ early "flirtation 
with Zen Buddhism, is knowing what to leave out, understanding that in 
the complex world of computers, less is way more. 
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© For instance, iPhoto, a program for handling those digital pictures, 
is superior to anything else out there for the ’’amateur. How? When you 
connect your camera to the iMac, "archiving pictures happens 
automatically—the pictures are uploaded and organized by “roll” and 
archived together as thumbnail images laid out on one endlessly 
’’scrolling digital contact sheet. A slider on the side of the contact sheet 
lets you instantly enlarge and examine hundreds of pictures at a glance, 
the better to find the one you're hunting for. This works far better than 
the PC alternative, which would have you manually labeling each picture 
you archive (“Joe at the Beach”) or accepting a meaningless default 
name, like A2393745. (Best feature of the new program: point-and-click 
together a 10-page photo album of your favorite pics, pay $30 and an 
online publisher will print and mail you your own hardcover book.) 


® "Manipulating video—’’distilling those 90-min. tapes of mind- 
numbing music "recitals and awards banquets into amusing, fast-moving 
3-min. shorts—is almost as simple on the new iMac, which features a 
fast G4 chip, just like Apple’s top-of-the-line machines. When you’re 
done creating your masterpiece (with iMovie), you can copy it onto a 
DVD (with iDVD, of course). A DVD burner is squeezed into the high- 
end $1,800 model. While it’s hard to come up with a perfect Apple-to-PC 
comparison, a top-of-the-line Dell Dimension 8200, with a flat-panel 
monitor and DVD burner (plus a faster Pentium 4 processor and much 
larger hard drive), costs $2,200 and will occupy much of your desktop 
and part of the floor. 
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© But if PCs are clunkier than Macs, they have the great virtue of 
being "ubiquitous. While Jobs’ Apple may indeed make the most 
innovative, easy and fun-to-use computers, most consumers want what 
everyone else uses—big, cheap PCs that run Windows. A case in point: 
the ice-cool-looking Cube, introduced in July 2000, was a disaster for 
Apple, partly because no one, not even the Mac faithful, wanted to spend 
$1,799 on it (monitor not included), no matter how gorgeous and 
cutting-edge it was. That was probably a pricing mistake as much as 
anything else—Apple’s gross profit margins (the difference between 
what it costs to make and market a thing vs. how much you charge) have 
been huge under Jobs. This time, however, with the new iMac, Apple is 
really keeping the costs down—something it can do because it controls 
much more of what goes in the box than the typical PC competitor, 
which buys virtually all its components from third-party sellers. 


© Still, at $1,299 for the entry-level iMac, the product could be 
priced too dearly to attract many converts from the PC world. “It's 
unlikely that any specific product announcement by Apple will have any 
immediate impact on the company’s position in the market,” says A1 
Gillen, an analyst who tracks Apple for IDC. While he hadn’t yet seen 
the new iMac, in Gillen’s view, the battle over the desktop standard was 
won long ago by the Windows-Intel forces. 

© And Apple’s operating systems aren’t helping. In fact, they are 
steadily losing market share, he says, pointing to recent data that suggest 
Apple OS’s accounted for only 3.6% of new license revenue in 2000. 
Worse, IDC projects that they will amount to even less in 2001. By 
contrast, Microsoft’s share of Windows licenses has increased during the 
same period. 
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© Forget innovation, some analysts tell Apple. The most important 
thing Jobs can do is embracing the Dark Side and find other bridges to 
the Windows-Intel world. Says Gillen: “It’s no longer a matter of which 
product is better but rather which world do you need to work in.” That is, 
if you use Windows at work, you will use it at home. Instead of 
packaging cool, creative applications in each iMac, critics say, Apple 
should give people a Windows "emulator so they can run PC programs if 
needed. 


© Yet the Internet, which was engineered so that every kind of 
computer could connect, has gone a long way toward making Apple 
computers compatible with everyone else’s. And while it’s true that most 
computer programs come out for Windows machines first and Macs 
second (if at all), that’s not so important as it once was. All bread-and- 
butter programs, such as Microsoft Office, are available for the Mac. And 
in the entertainment category, the trend is to do one’s video gaming on 
dedicated 1 ’consoles like the GameCube, Xbox and PlayStation2, not on 
the computer. 
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Indeed, Carl Howe of Forrester Research believes the Internet has 
helped Apple make headway in the platform wars. “I think Apple 
doubling its market share is entirely possible,” he says, citing a Forrester 
report that shows Apple had the highest satisfaction and buying index 
among large companies in North America. The "premium they paid to 
own an Apple (one that is now shrinking) didn’t seem to matter much. 
"Price is the last refuge of the marketer. It's what you sell when you 
don’t have anything else to ^differentiate you,” says Howe. “If prices 
were all that we cared about, we’d all be driving Hyundais.” As Jobs 
likes to point out, BMW and Mercedes-Benz occupy a similar 'niche in 
the automobile market, but no one dismisses them as niche players. 


® “Every time we’ve brought innovation into the marketplace, our 
customers have responded—strongly,” Jobs says, claiming that it might 
not be so hard as it sounds. “We only have to attract 5 out of the other 95 
people who use PCs to switch, and Apple doubles its market share.” 
That, of course, would buy the company that much more breathing room. 
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© The original iMac did bring converts into the Apple tent. Besides, 
if all goes according to plan, merely by surviving Apple could grow into 
other areas. Jobs believes the shake-out in the computer industry will 
result in Apple’s being one of four computer makers left standing. The 
other three? Compaq and/or Hewlett Packard, Dell and Sony. The rival 
he’s pursuing most aggressively is Sony, which not only makes stylish 
computers (“They copy us like crazy!”) but also makes plenty of digital 
lifestyle products. “I would rather compete with Sony than compete in 
another product category with Microsoft,” he says. That’s because Sony 
has to rely on other companies to make its software. “We're the only 
company that owns the whole 1 ’widget—the hardware, the software and 
the operating system,” he says. “We can take full responsibility for the 
user experience. We can do things that the other guy can't do." 

© One example is the iPod, Apple’s stylish music player and its most 
recent "foray into the consumer-electronics business. Jobs says Apple is 
on track to break analysts’ best estimates and sell $50 million worth in 
the last quarter of 2001 alone. The cigarette-pack-size MP3 player is so 
popular that people have been coming into Apple stores to buy their first 
Macs, just to use the iPod, he says. (The company launched its own retail 
stores last year—Jobs redesigned the floor plan at the last minute, of 
course.) 

© Are other noncomputer appliances on the horizon? “We have some 
ideas,” says Jobs, adding that Apple would enter the marketplace “where 
we think we can make a contribution.” For instance? Jobs sits back, 
smiles and declines to "elaborate. Clearly, he’s already working on 
something new. You can bet it’s the best thing that Apple has ever done. 
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AAA ft American Automobile Association ( 

t) -J-lZiti, ’ Hi AHUM'S Triple A ° it ffl # $ ± $ 
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03“ In Seattle the city’s human rights department ruled in June that the 
AAA club of Washington had illegally discriminated on the basis 
of marital status by refusing to grant associate membership to a gay 
man’s domestic partner. (TIME, Nov. 20, 1989, p. 101) 


B3° In the first four days, the price of self-serve, unleaded gas rose 7.1 
cents per gal, according to an American Automobile Association 
(AAAI check of 1,400 stations. (TIME, Aug. 20, 1990, p. 37) 
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c®" With just 37 million cards in circulation, Amex is a niche player 
compared with mass marketers VISA (257 million) and 
MasterCard (163 million). Nestled in that niche, however, is a 
big spending consumer. On average, American Express 
customers charge $4,266 per card every year, vs. $1,577 among 
bankcard holders. (TIME, July 1, 1991, p. 50) 
a-Nt 3,700 gj®fti iia7 ft**HlftM±7 ( 2.57 fig®) 
( 1.63 fit® ) ’ 3IJiflJ»mi§iS|ui ° (IJiffifflJt 
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BS” Robinson’s triumph lasted just four days, during which Amex 
stock dropped 13%. (TIME, Feb. 8, 1993) 
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GS" For the go-getters at MCI Communications, the contest was their 
big chance to prove that they could whip their nemesis, 

American Telephone & Telegraph , at its own game. (TIME, Sept. 
18, 1989, p. 60) 
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B3” What excites AT&T , however, is not NCR’s market share but the 
potential for linking its own long-distance telephone system to 
NCR’s world network of cash registers and ATMs. (TIME, Dec. 
17, 1990, p. 69) 
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Big Blue fk. IBM (International Business Machines 
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US' Both Intel, the world's largest supplier of computer chips, and 
Microsoft, the world’s largest supplier of computer software, 
have assumed the role long played by Big Blue as the industry’s 
pacesetters. (TIME, Feb. 1, 1993, p. 54) 
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US’ Some industry observers suggested that IBM may have had 
ulterior motives for knocking Intel's quality, since Big Blue will 
begin selling the competing Power PC microprocessor next 
spring, but the computer maker insisted it was only trying to 
protect its customers. (TIME, Dec. 26, 1994. p. 126) 
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03= Next month the chiefs of the Big Three U.S. automakers will 
accompany President Bush on a trip to East Asia, where they are 
expected to urge Japan to buy more U.S.-made autos to reduce 
the trade deficit. (TIME, July 20, 1992, p. 26) 
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US’ Japan’s setback provides a moment of respite for America’s Big 
Three , which have problems of their own. (TIME, Jan. 11, 1993, 
p. 26) 
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BS" At times, Tiananmen looked like the site of a corporate 

jamboree: supporters of the hunger strikers paraded around the 
square, their placards and signs bobbing up and down, 
proclaiming the presence of CAAC (China’s civil airline), CIT1C 
(China’s largest investment company) and PICC (People’s 
Insurance Company). (TIME, May 29, 1989, p. 36) 
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B2T Says Robert Spies, chief scientist for the Exxon Valdez Oil Spill 
Trustee Council: “There is ample evidence that overzealous 
cleanup can be harmful.” The chemical detergents, high-pressure 
sprays and brushes used to clean beaches and rocks after a spill 
destroy microorganisms that are an important part of the 
seaside’s ecology. (TIME. Jan. 25, 1993, p. 50) 
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13“ A battle is raging over how best to spend the settlement money 
from the Exxon Valdez disaster. (TIME, Sept. 28, 1992, p. 60) 
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e$" Members of Lloyd’s of London , the insurer that has lost $8 
billion in the past three years, voted to profoundly revamp the 
way business is done at the 300-year-old institution. (TIME, 

Nov. 1, 1993, p. 17) 

■mjmmMMMix 3 %-mm so ° ewtu&iiy; 

300 ° 

US’ Lloyd’s of London has always been synonymous with insurance¬ 
underwriting expertise and the sober assessment of risk. (TIME, 
July 8, 1991, p. 45) 
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Merrill Lynch 
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03“ Soon financial giants such as Merrill Lynch and John Hancock, 
as well as smaller finance companies like Access Capital, went 
after the banks’ last domain of business borrowers. (TIME, June 
28, 1993, p. 49) 
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Morgan Stanley 
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03" Rising interest rates by definition mean lower bond prices. And 
falling bond prices pull down stock prices too. “The economy is 
doing well, and the market is doing terribly,” sums up Byron 
Wein, chief U.S. market strategist for the investment firm 
Morgan Stanley . (TIME, Apr. 11, 1994, p. 24) 
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The Financial Times 
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OS’ London, the world’s third largest stock market, is still lagging 
behind Tokyo and New York, despite a 28% gain for the year on 
the 100-stock Financial Times index, better known as Footsie. 
(TIME, Aug. 21, 1989, p. 40) 
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US' All told, the Maxwell companies probably carry debts of $3.9 
billion, according to London’s Financial Times . That figure was 
about 50% higher than many investors had assumed. (TIME, 

Nov. 18. 1991, p. 28) 
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GE's Talent Agency 

The company is deep in top execs, but not the rest of corporate 
America. Here come the Welch wannabes 

By Daniel Kadlec (TIME, Dec. 11,2000) 


O In the most eagerly awaited executive decision since the 
1 ’scrapping of New Coke, super-chief executive officer Jack Welch last 
week named an 2) heir to the GE throne. He is Jeffrey Immelt, 44, an 
aggressive yet charming manager who currently runs GE’s Medical 
Systems unit. GE was mum on Immelt’s numbers, which will be laid out 
in the company ’’proxy in a few months. No doubt the Welch 4 ’protege 
won a valuable prize. As Welch pointed out during a press conference 
last week, “He got a ’’helluva raise, I’ll tell you that.” 


0 Yeah. But two other GE executives were possibly even bigger 
winners than Immelt: Robert Nardelli and W. James McNerney, two 
Welch-trained knights-in-the-running who failed to win the crown. With 
Welch’s shoes filled—if that’s possible—these executives won’t stay at 
GE much longer, and the pay packages that land them will probably 
1 dwarf what will initially be given to Immelt. A signing bonus in the tens 
of millions of dollars? Instant vesting in stock plans? Huge guaranteed 
annual bonuses? A big 'chunk of the company? Such goodies are widely 
available to ’top-flight managers in today’s 4 'mobile CEO ’’sweepstakes. 
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0 Not since the French Revolution have so many executive heads 
rolled "courtesy of falling profits and stock prices and impatient 
boards—leaving "vacancies "strewn all over the FORTUNE 500. 
Maytag, 3M, Lucent and Gillette are among the headless, and any one of 
them could rain instant millions on Nardeili or McNerney or similarly 
qualified executives. 


O Consider the deal that Gary Wendt got this year at the troubled 
insurer Conseco: $45 million to sign and a special bonus of up to $50 
million, depending on the stock price in two years. Oh, and a salary, 
bonus, stock grants and options worth more than $3 million annually. 
Wendt, it’s worth noting, is a grad of the famous Welch U., having run 
GE Capital Services until two years ago. 


© Such deals aren’t reserved for GE "alums. When Carly Fiorina left 
Lucent to become Flewlett-Packard’s CEO, she reportedly "landed more 
than $50 million up front to "compensate for the value of stock options 
she had to leave behind. (Smart move. Lucent’s stock collapsed this year, 
contributing to CEO Rich McGinn's recent unemployment.) Alex Mandl 
got $20 million up front and 18% of the company when he left the No. 2 
post at AT&T to run the telecom 4, start-up Teligent. Others landing huge 
pay deals include Jamie Dimon at Bank One, Joseph Nacchio at Qwest 
and C. Michael Armstrong at AT&T. 
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0 Times have changed a bit. With dotcoms no longer minting 
executive fortunes through giant stock-option grants and soaring share 
prices, established companies don’t have to fight as hard for talent. But 
try telling that to a 1 wobbling FORTUNE 500 company already looking 
ahead to what could be a tough economic climate in the next year or so. 
You can hear the '’vault opening. “The whole world knows they’re 
available, and everybody knows they are the pick of the litter,” says 
Thomas Neff, chairman of the executive-search firm Spencer-Stuart. 

0 Indeed, Welch, who will be with GE another year, seems to have 
already said his goodbyes. “You can be sure that they’re being 1 ’pursued 
very aggressively on the outside and are 'evaluating their options," he 
said of Nardelli and McNemey while announcing that Immelt will be his 
''successor. It was as though he wanted to start a “"bidding war. Was that 
the consolation prize? 

0 None of this is to "belittle the job of running GE, which is the 
ninth largest company in the world, with 1999 revenues of $112 billion, 
as well as one of the most profitable (net income: $10.7 billion) and one 
of the most valuable (market 'cap: $500 billion). Certainly, Immelt views 
himself as the winner, and Nardelli and McNerney probably do too. 
None would comment for this story. ’’Prestige matters, as do the long¬ 
term financial rewards of " steering the powerful company. If he can keep 
"momentum, Immelt may be in charge for 20 years and "amass hundreds 
of millions of dollars in pay and stock. Welch himself pocketed $61.8 
million in salary, bonuses and exercised stock options in 1999 and held 
additional options with an estimated value of $436 million. 
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0 Nardelli, CEO of GE’s Power Systems business in Schenectady, 
N.Y., and McNemey, who runs GE Aircraft Engines in Evendale, Ohio, 
will have to create that kind of security elsewhere. '‘Odds are they’ll 
:, shun start-ups. “These are people well trained to run large, complex, 
global companies,” says Spencer-Stuart’s Neff. “If they were to bolt to a 
New Economy company, it would be a waste of a national resource.” 


© 1 'Recruiters say wealth won’t be the top priority for either. “The 

money will be there,” says Gerry Roche, senior chairman of search firm 
Heidrick & Struggles. “If that were their main concern, they’d be 
working on Wall Street. Both will look for the opportunity to run and 
manage a major blue-chip company.” Isn’t that the phone ringing now? 
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U.S. automakers are gearing up to challenge 
■H Japan in the hottest market of all 
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03“ A rare stillness suffused Saturday morning in Sarajevo. With the 
guns silent for a moment, parents gathered up their hungry 
children and headed for the market to baiter for what meager 
supplies of food and clothing had made it through Serbian lines. 
(TIME, Feb. 14, 1994, p. 45) 
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OS" Most Americans think of the Swatch as a trendy timepiece that 
was embraced from K Mart Shoppers to the owners of SOHO 
galleries. But in its country of origin . Switzerland, the Swatch 
represents nothing less than an amazing instrument of industrial 
rejuvenation. (TIME, Mar. 28, 1994, p. 56) 
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US’ The turning point for the U.S. semiconductor industry may have 
been in 1985, when American companies filed an anti-dumping 
petition against Japanese chipmakers. The Japanese were selling 
256-kilobit memory chips at $2 each, for example, even though 
they cost an estimated $3 or more to produce. (TIME, Nov. 23, 
1992, p. 62) 

1985 ¥ « 

2 ’ ise 256K • futMiSfiSc^gp 

3 jcM± » 


c®- The report pointed out violations of fair trade by each area in 10 
separate categories, such as quotas, anti-dumping measures and 
government procurement. (TIME, June 22, 1992, p. 27) 
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Though provincial governments have been given more freedom, 
they haven’t passed it on to entrepreneurs. Foreign investors are 
welcome, but corruption devours profits. Even longtime 
investors complain that the rules seem to keep shifting. Ho Chi 
Minh City’s Export Processing Zone Authority lured foreign 
companies on the basis of preferred tax-free status and then 
announced an 8% business tax. (TIME, Apr. 24, 1995, p. 36) 
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US’ Court papers describe a scheme in which California’s Teledyne 
Industries paid Parkin and Lackner to obtain confidential 
information about government procurement plans for a system to 
identify military aircraft. (TIME, Jan. 16, 1989, p. 25) 
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Teledyne Industries •f'tiSHjffi Parkin Lackner ^A ’ 


US' When equipment has not been delivered, because of the glacial 
government procurement process, Reno has personally borrowed 
gear from the Pentagon. (TIME, Nov. 28, 1994, p. 35) 
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•S’ Unlike rare jewels, chips have had the advantage of being 

untraceable, so they can be quickly unloaded on gray and black 
markets . (TIME, May 2, 1994, p. 69) 
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KS" The U.S. International Trade Commission , the federal agency 
that deals with unfair trade complaints by American companies, 
is handling a record number of cases (38 last year). (TIME, June 
10, 1991, p. 44) 
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C3“ The problem is that the hammer of MFN . rather than beating 
China into submission on human rights (not likely in any case), 
could deal a serious blow to its movement toward democracy. 
(TIME, Apr. 11, 1994, p. 86 ) 
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tS" Despite lapses into protectionism, the U.S. has generally been 
both a promoter and a beneficiary of free trade. It grants 159 of 
the 170 countries on earth most-favored-nation status, or MFN . 
subjecting their products to roughly the same relatively low 
import duties. (TIME, Aug. 26, 1991, p. 33) 
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•S' The latest version of the General Agreement on Tariffs and Trade 
will wholly or partly eliminate national tariffs, subsidies, quotas 
and other forms of protectionism for dozens of industries. 

(TIME, Dec. 27, 1993, p. 15) 
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m° 


its* The overriding U.S. national interest is an open world in which 
America can thrive. (That is why protectionism and the anti- 
NAFTA campaign, merely other forms of isolationism, are so 
dangerous.) (TIME, Nov. 8, 1993, p. 98) 
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03” President Clinton revived a tough provision of U.S. trade law in 
an attempt to get Japan to trim its $59 billion trade surplus. The 
measure, the so-called Super 301 . creates a "hit list” of countries 
deemed to be unfair traders and threatens punitive tariffs up to 
100%. (TIME, Mar. 14, 1994, p. 21) 
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US’ Encouraged by frustrated U.S. trade groups and corporations, 
legislators had Japan in mind when they passed the provision— 
dubbed Super 301 — as part of last year’s trade bill. (TIME, June 
5, 1989, p. 50) 
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CS” The Administration wants to fight for the U.S. computer-chip 
industry, but it does not want trade friction to topple Japan’s 
fragile reform coalition government. (TIME, Jan. 10, 1994, p. 9) 

ms.’m a ° 

US’ TOYOTA calls that charge “groundless and meaningless," but 
spokesman Yoshihara Tateishi says, “We are fully aware of the 
trade friction , and our approach will be modest and prudent.” 
(TIME, Sept. 17, 1990, p. 62) 
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Racing against a U.S.-imposed deadline, Japanese negotiators 
and U.S. Trade Representative Mickey Kantor produced the first 
major market-opening agreement between the two countries 
since talks began in July 1993. (TIME, Oct. 10, 1994, p. 19) 
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Attack of the Superstore 

Local retailers are threatened, governments are worried, but 
foreign chains are taking over in Asia 

By Jim Erickson (TIME, Apr. 29, 2002) 


O After Tesco entered the Thai market in 1998 with its brand of 
colorful, well-stocked superstores, angry local competitors tried to 
1 ’impede the "’powerhouse U.K.-based retailer’s progress with a wall of 
lawsuits—including one that would have forced Tesco Lotus, the 
company’s regional ’’subsidiary, to shut off air conditioning because 
chilly stores posed a public health hazard to the 4) equatorial Thai people. 
’’Frivolous legal actions were a minor 6 ’nuisance compared with what 
came next. Over a five-month period last year, two Tesco Lotus outlets 
were bombed, another ’’peppered with automatic weapons fire and yet 
another hit by a rocket-propelled 8 ’grenade. 
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© You would think a reception that warm would force a company to 
consider "relocating to more 'hospitable lands. But Tesco Lotus, 
Thailand’s No. 1 retailer with 26 stores, plans to open more—a lot of 
them. So do other “hypermarkets,” giant retailers from Europe and 
America that are taking over some of Asia’s prime selling grounds. 
Despite threats by governments to ban them, not to mention rocket 
attacks, chains, including France’s Carrefour and U.S.-based Wal-Mart, 
are ramping up plans to open hundreds of new outlets throughout the 
region over the next several years. The 4l onslaught threatens to run local 
retailers right out of business. Says Boonyoong Vimuttayon, a Bangkok 
grocery store owner who has seen her sales decline by more than half 
since a Tesco Lotus store opened up the street four years ago: “The 
foreigners get richer and richer, while we get poorer all the time.” 


0 Hypermarkets have already changed the retail landscape in their 
homelands by being brutally efficient, selling a "mind-boggling range of 
products—from groceries to "pharmaceuticals to clothes to big-screen 
TVs—at cut-rate prices. U.S.-based Costco operates ’’spartan warehouses 
where bulk goods are stacked on ’’pallets and sold to the public 
wholesale. The 'mammoth Wal-Mart chain—annual revenues of $218 
billion made it the largest company on this year’s FORTUNE 500 list— 
emphasizes customer service to bring in the crowds while keeping prices 
in check with high-tech 'inventory management—and by using its "clout 
to "cow suppliers. Charles Holley, senior vice president for Wal-Mart 
International, calls his company’s formula for "wringing profits out of 
low-margin merchandise “the productivity loop.” 
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O Asian retailers call it 1 dirty pool. “ Cluttered neighborhood grocery 
stores, ’’dingy street-front shops and noisy central-market stalls that have 
long served the region’s consumers are no match for the modern, 
’monolithic superstores. Boonyoong, the Bangkok grocer, can’t beat 
superstore prices and selection and never will. Mom-and-pop operations 
have no economies of scale. “I was thinking my business might be in 
trouble when Tesco Lotus first opened,” says Boonyoong. “Today I know 
it is.” 

© Up the street, 42-year-old Bangkok accountant Suntorn Sukanand 
explains why, as he loads jumbo packs of instant noodles, fish sauce and 
Thai beer into his cart at Tesco Lotus. “I stop at the local shops only 
when I have forgotten to buy something in the superstore,” he says. “It’s 
clean, and it’s cold.” Says Bangkok housewife Sunee Veerachai: “I can 
get everything I need here in one trip on Saturday. Besides, the kids like 
this place.” 

© Local retailers are not the only ones displaced when the superstore 
comes to town. Because of their high 1 ’turnover, hypermarkets can throw 
their weight around with local suppliers by demanding lower prices. 
Costco buys directly from manufacturers to stock its two stores in 
Japan—a practice that “ disrupts the country’s ’’entrenched but inefficient 
distribution networks, which have multiple layers of middlemen. Security 
expert John Muller, president of McFadden Protection Agency Thailand, 
theorizes that Tesco’s Thai stores may have been attacked by Jl Mafia-like 
cartels he says control the flow of goods in the country. (Thai police 
have made no arrests and the cases are unsolved.) Foreign superstores 
“upset the whole chain of distribution of commodities in Thailand,” 
Muller says. Tesco Lotus officials declined to comment. 


298 



0 

1) dirty pool ((M) 
¥£03#® 

2) clutter ['kUta] 
(v.)® (*§»?) 

SLfcAfS 

3) dingy ['diiuty] 
(a.) fitBffl ’ 

4) monolithic 
[,man3'li0ik] 

(a.) SKBS 


0 

1) turnover 
['t3n,ova-] (n.)44 

mm ■ 

2) disrupt [dls'rApt] 

(v.) nil 

3) entrenched 
[in'trentjt] (a.) 

(tiw' \mm) 
MBS 

4) Mafia ['mafia] 
(n.) 

5) cartel [kar'td] 
(n.) 

(§M$eI) ’ ifeHr 

( mm ) 


o f °iliS: 

mi > f=# > # 

ft ft ' f if * - ft#fs 

ft«t/££f4 bn ’ ffiftftf if «fftnU5*/V[^ 
S * ’ Mf • *«£#«# a a 

vmi ■■ r## 

• *£H*nii££=fr 

$ *f T ° J 

© ’ 0 + ' 'S-tfrAii 

,#SiE;£#f ' ^S^lrl 

+ • r P,at%& 

At if-t-7 f , ftft - J 

ffeift : ° j 

&*»]«. : r. #t ptw Rfij/jft 

• ffiiL ’ *£7 Hi# it it II ° j 

0 fcg*#aAtt » /£ 

& ° ifk 

° # 

*■» 

ill ’ 

* ’ ft#itife#*i!'«7*Bltt#rilt • 

’ *7-19• ) #»*5P * 

ftftfi# r«7 


299 



time Riffle jgitis 


© That’s not to say the foreigners are unstoppable. Both Wal-Mart 
and Carrefour, the world’s second largest retailer, tried and failed to crack 
the Hong Kong market in the 1990s. Hong Kong consumers seemed to 
prefer familiar neighborhood chain stores. Carrefour lost $400 million 
between 1996 and 2000 on four Hong Kong outlets. “It all ended in tears, 
really,” says Alan Treadgold, director of retail research for ad agency 
Leo Burnett Worldwide in Sydney. “They just couldn’t make the 1 ’format 
work.” 

0 ' 'Undeterred, foreign hypermarkets have learned to adapt, often by 

forming 'joint ventures with domestic partners and by stocking local 
“wares. “A lot of people make the mistake of thinking that when Wal- 
Mart comes to town, we set up exactly the same system as we do 
everywhere,” says Holley of Wal-Mart. “But we take our best practices 
and customize it to each market.” On Wal-Mart’s shelves in China, for 
example, consumers can find “ indigenous 5t delicacies such as whole 
roasted pigs and live frogs—hardly '“staples at corporate headquarters in 
Bentonville, Arkansas. 

0 Mike Sinegal, head of Costco’s Japan operations, agrees that stores 
must "trim their sails according to prevailing winds, but dismisses the 
notion that Asian consumers are very different from shoppers in, say, Los 
Angeles. When Costco entered Japan, he says, local suppliers insisted 
American shampoos wouldn’t sell because Japanese hair is different. But 
Costco’s private-label brand quickly became one of its top-selling 
products. “The bottom line is that the uniqueness of these markets is 
overrated,” says Sinegal. 
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© Costco is not yet turning a profit on its Japanese operation, but still 
plans to build up to 70 stores there. Wal-Mart is edging into this market 
too. having recently taken a ' stake in ailing. 400-store food-and- 
clothing chain Seiyu. In fact, hypermarkets have ’’aggressive expansion 
plans throughout Asia. Superstores face slowing growth in ’’saturated 
home markets. They need to expand their territory to maintain growth 
rates. Wal-Mart intends to boost its international sales—now less than 
20% of its total revenue—to a third of total revenue within five years. 
That means building new stores not just in established economies like 
Japan but also in countries with fast-emerging consumer cultures like 
China, where there are already 42 Wal-Mart and Carrefour outlets and 
dozens more on the way. In South Korea alone, analysts predict the 
number of hypermarkets to swell to 230 within three years, up from nine 
in 1996. 


® The onslaught is causing "backlash in "protectionist-minded 
countries. In Malaysia, which hosts Carrefour among other hypermarkets 
and soon Tesco stores, the government last month announced a freeze on 
all applications to build new outlets. Thailand, too, is considering 
limiting where superstores can be located. 
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© While China has dropped or eased restrictions on foreign 
businesses to 'appease the World Trade Organization, 'tussles over 
details like licensing have blocked Carrefour’s bid to win approval for 
stores in Beijing. In February, Guangdong province in southern China 
introduced tax cuts and other ’’incentives to aid domestic retailers. Seven 
Chinese chains—including one called Wu-Mart—have drafted a plan to 
jointly open 1,500 hypermarkets and other stores over the next five years 
to compete with the 4) expansionary ’’interlopers. “Compared with the 
foreigners, Wu-Mart is more aware of the Chinese people and their 
consumption customs,” says Wu Jianzhong, Wu-Mart’s vice president. 

© Shoppers, however, don’t seem to care. “Because of economic 
globalization, it doesn’t matter if you are a foreign store or a domestic 
store,” says Wu Ping, a Beijing businessman who shops at a Carrefour on 
the city’s "outskirts. “What’s important is that you provide what local 
customers really need at a price that most people can afford.” If the 
invaders can continue to do that, it will take more than rocket attacks to 
stop them. 
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US” After more than two decades of healthy annual advances, 

American nonfarm productivity growth declined and sometimes 
reversed after 1973, Last year it grew nearly 3%, much of it due 
to blood-curdling corporate restructuring that was marked by 
increased automation , layoffs and lower wages. (TIME, Nov. 29, 
1993, p. 28) 
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Customers balked, Wang abandoned the office-equipment 
business and filed for bankruptcy last year. IBM also tried and 
failed, as did oil giant Exxon, which ended up selling off its 
office- automation division in 1984 after investing more than $2 
billion in it. (TIME, June 14, 1993, p. 60) 
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BS* Africa has become the basket case of the planet, the “Third 
World of the Third World,” a vast continent in free fall. (TIME, 
Sept. 7, 1992, p. 40) 
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SS” Sometimes called the world’s richest basket case because of its 
wealth of such natural resources as teak and minerals, Burma 
needs foreign aid and investment to modernize. (TIME, Nov. 19, 
1990, p. 55) 
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ffftttaS telephone ° cellular phone $$ Bl J 1H car phone ( iA "11 IS" ) 

4 mobile phone ( ) ’ tS «*, * JL it IS f 1 # 

# ° IE it. # £ cellular ( ^ J| A ) ^ IA ’ 7 IE AT if ?P it 

IS ’ tff > H^TflX° 4 

£#£#*8^**** rsffSj- > 

#*.**»***» rtAft) AiSW 

<I N # ^ & & "t #T1 £J it W 4 4S 1.6 & S. £ £ #J 'Hffl 

J& • ffiSitf ff&ftltt + *# g *Hfl*«* » itJFjfcife 

Bell Lab ( ***** ) # GTE ° f & f£ )f] W 

ISft^SW^SP^ ( 1982 #■ > - 

csr With AT&T, Craig McCaw moves one step closer to realizing his 
biggest dream: building the first nation-wide cellular telephone 
network. (TIME, Aug. 30, 1993, p. 33) 

W7 AT&T ’ Craig McCaw WtWjA^XMifiT — 

BS" Since the storm had knocked out telephone lines, Allstate rushed 
to set up its own communication system, consisting of 80 
shortwave radio units, 850 pagers, 173 cellular phones and a toll- 
free number. (TIME, Oct. 12, 1992, p. 74) 

( MS® Andrew ’ Allstate ISIsi&BlMfc A 

Rm'iif&MM ’ Allstate 

> && so- ssofg 

B.B. call ' 173 ifil«|£JJJlS-^aWtB» ° 

KS- By staking a position in the cellular-nhone market, MCI takes its 
battle against AT&T to new heights. (TIME, Mar. 14, 1994, 
p. 89) 

mci > mem at&t wusf# 
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Channel Tunnel 

I'tJiEnl' t An I ] ’ £ 1994 ^ 5 
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> S^AM&^jL® ° 

teitiritft#-frjtitK*-ft r^feiftitj 

(service tunnel) ’ 4 "6 ffi 'fit ^ # — 1i& Mi % ft it ’ 11. % 
IE ;?L |i( A % £ it it It ft ft it ° ft it ii It ’ f'J Sf 7t 2003 
#■ ’ 54,500 £ X£#£itit Chunnel ° A 

$ft»Titi6^||ftK'iI^J$-itf l Jit^ftjB ° ii B A ft 

Chunnel ft £$43] ft f 14 f ’ fS fr # £ B A M * ft # 
& ° &#» 

#ft£ftt& ’ if ^BWJt4ic » *1£ Chunnel &tfi| ’ 
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c3” Last week, when the news of the Chunnel breakthrough was 
announced, the Sun , Britain’s leading tabloid, cautioned its 
readers. “It won’t be long before the garlic-breathed bastilles will 
be here in droves once the Channel Tunnel is open.” Deep in the 
British psyche there is a reservation about ending the island- 
nation status. (TIME, Nov. 12, 1990, p.49) 

« ’ mm : r-MMga 

MRil • T'Xmk ’ j*«*i5HcWe±lgA (£HA¥<tiSP 





Chapter 11 bankruptcy 
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1978 % + -# 

(Chapter 11) > ± & 4 * If f T' # ft A f M "ffi 4 ft $1 * 

it ’ 

4 ° *&ft±;t g.# ’ 

* ’ te£ft£**#ft£*fti!|# + --*ftfil«*T > SP 

A**«£««ftft ° -*ft#ft®*tAftffl'£ft£# 
<£■& + # ’ £*20ft£7Cl&flt ’ «*« 

I/F& : -*Jlfc£&fStft£K;t:.$7ftftJfIt-ftt& 
ft > «#»+««#* > 4*f'j7» 

> flNtAftll&f 


Just a week earlier the airline had veered away from a return trip 
to Chapter 11 bankruptcy protection, from which it had emerged 
four years ago. (TIME, Nov. 12, 1990, p. 52) 

®t£±s! 


BSr' Ames Department Stores (fiscal 1989 sales: $3.4 billion) 

declared bankruptcy under Chapter 11 as the result of lingering 
complications from its 1988 acquistion of the Zayre chain. 
(TIME, May 7, 1990, p. 91) 

AmesSK&B] ( 1989 #1+ : 34 (lUx;) t£ 
fl£i% ’ HS'Sffi 1988 Zayre if 
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derivatives 
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ft ft tf 4 '14 ir Si if 0 ° P5 4 H 4; ° fH bp 4 1994 4 Piper 

Jaffray Si 7 7 ft ^ 7C * W H S Iff ft (Bank of America) 4 
St 6,800 £ ° ±±MbvV. tk (Procter & Gamble) %.£)$&h 
Hf if f (Glaxo Holdings) f!'J &Jftl,57 fiH 1.15 1&H 7C ° 
1995 f 

7 ° i/pffl #/tSIP4lft# 7 15 ff. 144 ’ 1994 4 12 tl 

° 

4 if ft ¥ ft« ft 4 f s 17 4 '14 4 Si ® S ft ft T' f if 

itjsiltf « 


os 3 Procter & Gamble announced that it was taking a $102 million 
after-tax charge on its third-quarter earnings because it was 
"badly burned” by two derivatives contracts. (TIME, Apr. 25, 
1994, p. 23) 

ft ’ r • 


83" Derivatives —abstractions of stocks, bonds and futures—are a 
huge business ($4.5 trillion in contracts) but pose a danger to 
world financial markets because of lack of regulation. As such, 
they are often called the junk bonds of the ’90s. (TIME, Jan. 3, 
1994, p. 76) 

»i?' > *»*£* 

(s^iifiisii 4.5 ) > fijtHfitesiriij - 
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embezzlement 

|im bf.zlmant] embezzlement Jbftss] embezzle 
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it 15% > 2% £ 
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ffe&A<f* = £«■« ' ° 

OS" They had charged that Papandreou ordered state companies to 
deposit funds in the private bank at a time when its owner was 
suspected of embezzlement . Papandreou was also accused of 
taking bribes from the bank owner. (TIME, Jan. 27, 1992, p. 38) 
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futures 
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OS’ Among other things, the Finance Ministry gave investors easier 
access to borrowed money and curbed the hours of futures 
trading. (TIME, Oct. 15, 1990, p. 30) 
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industrial park 

[in'dAstrwl park] I# ffl g1 % A =05 ^ tt* ft $* T > Sfl #- 

I*BB ' ft# ' ' tft ' fit# 

’ jfc*ftJMtx*4i0r»A!r*#ft ’ 

• Wftff- 

£>*WfF-^itBEtt^fr'Hr • H-«x*Ift 
HttA • x*®IftRiftit5#ftx* > ffi-Atttffc ' # 
' *ifc*M*ttx* • fl'Jlf J3 £ &*fc • 

M ’ ^ 4 US’$ A K-4(semiconductor) M^kfSL ’ &.M. 
(wafer)’ K&A 

tmt ’ in DRAM, SRAM, flash ° ft « ft ?£ ft £ 

mp $ m % ’ m $ ' * # « > » *j ft *r # it 40% s 

60% • #Tft > tJiflAt° itA£i*£ 

* ° AgYftftttttAftti r##ft-j : g« 

»' ±#mr' /#e.’ ## 

ftt4Afttf#J* • £>ft:**#;&ft*4ABIi*ifc«A 
ft$**#4ft ’ Siih4i«t J SI ° 

*rttx*BK4**H*_h«M*;tt ’ asAHWaftf 

ft - ftiM44«®l®Kl±itkft£ ’ jfc&*jft«*«ft* 
ft » • AfHtJt + Wft^lfJIftiMttt* 

ftf fllA ’ ft£&7±®gft«ibftft#lftft > #i*ftt 

ftffl ° ’ R« 


321 





03“ “He was proud of his expertise. He was very much in love with 
himself.” Last year the feds and local police busted Wills’ six- 
man, 14,000-sq.-ft. "chop shop” set in an industrial park in 
Bensalem, Pennsylvania. (TIME, Aug. 16, 1993, p. 47) 

[mnmMmmmmmm wms) 

e* - «»;«§£ ° j 

Bensalem P MB .—W L.jSISlE F^life’ltf f Wills 

r@Pfg r.*8 j ’ Eflii i,4 » 

03“ The first bombs accomplished little, so U.S. warships on Sunday 
fired Tomahawk cruise missiles at an Iraqi industrial park near 
Baghdad that Washington said housed a nuclear facility. (TIME, 
Feb. 1, 1993, p. 18) 
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liquidity 
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US’ In 1990 News faced a liquidity crisis caused by the recession, a 
huge drop in advertising revenues, and Murdoch’s reliance on 
short-term loans at a time when interest rates were rising rapidly. 
(TIME, Jan. 18, 1993, p. 58) 

( Rupert Murdoch ftjiiW] News Corp. BllSfutS ) 
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P. R. 
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■S’ It might also avoid the kind of public relations debacle Detroit’s 
fat cats endured last week. (TIME, Jan. 20, 1992, p. 34) 
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TIME 


US’ And though all are supposed to hold down the zooming increase 
in medical costs, the competing plans would rely on market 
mechanisms while Clinton would try tight, mandatory limits on 
increases in insurance premiums . (TIME, Sept. 27, 1993, p.34) 


•®" Options include a short-term freeze on prices charged by doctors, 
hospitals, laboratories and nursing homes, and a cap on insurance 
premium increases. (TIME, Mar. 29, 1993, p. 12) 
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Rupert Murdoch 
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US’ Delphi, which was purchased by Rupert Murdoch ’s News Corp. 
in September, began providing its customers full Internet access 
last summer. (TIME, Dec. 6, 1993, p. 62) 

( ftJi mmWi'lkn ) Delphi {£ 9 ft MfefW-1 News Corp. 1 
T » Delphi 
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Silicon Valley 
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DS 3 In all, thieves last year ripped off up to $40 million worth of 
chips from California’s Silicon Valley , according to the FBI. 
(TIME, May 2, 1994, p. 69) 

■■ ssiifna - 

7fHffiifi 4,000 “ 

When Apple Computer co-founder Steven Jobs burned out 10 
years ago, the Silicon Valley company brought in marketing 
maven John Sculley. Now it is Sculley who has apparently 
flamed out. He has stepped down as CEO, but will stay on as 
chairman to focus on new business opportunities. (TIME, June 
28, 1993, p. 17) 
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DS” Republican fund raisers such as Floyd Brown see a bait-and- 
switch tactic that they hope to capitalize on by portraying her as 
massively influencing everything from the appointment of the 
deputy assistant undersecretary for technology transfer to a 
decision on whether the U.S. should bomb Serbian artillery lines. 
(TIME, May 10, 1993,p. 28) 

( ) #«*t**A»I Floyd Brown l?A*Jf| 

r j m\m - 
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BS” The U.S. joined the other 16 members of the Coordinating 

Committee for Multilateral Export Controls, which monitors the 
transfer of technology to communist countries, in approving the 
sale of sophisticated machine tools, telecommunications 
equipment and computers to those nations if they put in place 
safeguards to protect the Western technology. (TIME, June 28, 
1990, p. 20) 
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tS“ “The U.S. claims that our keiretsu-ka ( vertical integration ! of 
banks and other financial institutions is outrageous. 1 don’t agree. 
It’s an idiosyncrasy of the Japanese economy.” (TIME. Nov. 20, 
1989, p. 81) 

( El Shintaro Ishihara fl, Ufifi H AXT' SftQH 
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The strategy is vertical integration , a coordinated system to offer 
patients whatever they need, from X rays to transplants, in the 
setting that makes the most sense. (TIME, Mar. 21, 1994, p. 58) 
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Sinking Feeling 

With U.S. demand slowing, Asia’s economies are hurting. How had 
will the regional slowdown he? And who can expect to take the 
hardest hit? 


By Mark R. Mitchell (TIME, July 23, 2001) 


O 1 Drastic measures had to be taken—and fast. On July 8, President 
Chen Shui-bian summoned 34 of Taiwan’s brightest minds to the 
presidential palace, put them in a conference room, and told them not to 
come out until they had a plan for fixing the "'shuddering economy. The 
best and brightest dutifully took their places around the 'mahogany table 
and Premier Chang Chun-hsiung opened the floor to ideas. One came 
from banker-tycoon Jeffrey Koo, who said the meeting was a big waste 
of time because there were too many politicians present. Morris Chang, 
celebrity chairman of Taiwan Semiconductor Manufacturing Corp., said 
he didn't think 34 people could agree on anything. A couple of ministers 
noted that drastic measures were probably needed. Everyone ate 
mangoes. And then, finally, they made the day’s only decision: to go 
home. “Nobody addressed the economic problems. They couldn’t figure 
out what to discuss,” says committee member Norman Yin, a professor at 
National Chengchi University. “You could say there was some 
confusion.” 
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© This is how it is all over Asia. Calculator punchers have spent the 
past couple of weeks apologizing for their earlier, relatively rosy 
forecasts. Now they say the next six months could bring the most dismal 
growth since the financial 1 ’apocalypse that hit the region in 1997. 
Singapore looks to be headed toward full-blown recession, while things 
in Taiwan haven't been this bad since the early 1970s. Currencies most 
everywhere are getting “’clobbered. Stock markets are ’comatose. And 
you could just about paper over Bangkok’s 4, skyscrapers with all the pink 
slips Asia’s companies are handing out. Yet ask government officials or 
corporate chieftains if anything can be done to cure their economic ills 
and it’s blank stares all around. It is as if they are powerless victims of 
some ’malevolent god. 

© But it’s no heavenly being that is doing them in. It’s America. 
Asia’s economies are fueled largely by companies making cars, 
consumer electronics and all manner of high-tech "gewgaws and 
shipping them overseas. Exports account for more than 70% of 
Malaysia’s and Singapore’s GDPs, while the figure is around 50% in 
Taiwan, Thailand and the Philippines. The problem is, about half of those 
shipments go to the U.S., which is dealing with its own economic 
’’travails. American consumers and corporations just aren’t buying like 
they used to, and so Asia’s warehouses are overflowing with unsold 
goods. 
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© To make matters worse, about 40% of the stuff Asia makes for the 
U.S. is electronics, mainly components like microchips, motherboards 
and monitors—the parts for the computers that U.S. dotbombs stopped 
buying after the tech boom went bust. The result is that Asia has been hit 
with what Arup Raha, chief economist at UBS Warburg in Hong Kong, 
calls a “double "whammy” of depressed U.S. demand for all goods, and 
a particular "'slump in electronics, the cornerstone of Asia’s new 
economy. Taiwan’s exports plunged nearly 17% in the second quarter. 
Singapore, South Korea, Thailand and the Philippines are not faring 
much better. 

© The U.S. tech slowdown began almost a year ago and Asia’s stock 
markets and economies have been taking it on the chin ever since. But 
the sense of panic is something new. Until recently, Asia’s policymakers 
and business leaders were confident that it would not be long before 
American consumers started partying again. Like kids waiting for a 
joyride in the backseat of a "souped-up Mustang, Asia’s markets cheered 
each time U.S. Federal Reserve chairman Alan Greenspan 2l cranked the 
engine with yet another interest rate cut. But the car never ’’budged. And 
as June turned to July, the mid-year profit warnings began to roll in from 
Asia’s biggest U.S. customers: companies like Advanced Micro Devices, 
Compaq and Dell Computer. Asia, it turned out. had hitched its hopes to 
a 4 jalopy economy. 
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0 Nobody is expecting anything quite as dramatic as the 1997 crisis, 
when speculators "demolished the region’s currencies, money fled the 
property and stock markets, and economies crumbled in a matter of days. 
Asia’s markets are not nearly as inflated as they were then and most 
nations—with the notable exceptions of Malaysia and Hong Kong—have 
abandoned their currency " pegs. If currencies continue to be debased, it 
will be a more gradual process. While troubles in Argentina—which 
effectively dumped its own peg recently amid a "gargantuan debt 
crisis—might prompt traders to take a second look at Malaysia and Hong 
Kong, those nations have built defenses that should keep speculation 
under control. 

0 Nonetheless, Asia is going to feel a lot of pain. Analysts are 
talking about an old-fashioned slowdown in which things get steadily 
worse over a period of many months. Already, Singapore’s GDP is 
shrinking after it grew 9% last year. The jobless ranks in Taiwan are 
more swollen than they’ve ever been in history; not coincidentally, the 
suicide rate has seen a "spike too. Unemployment rates are also rising in 
Malaysia, Thailand and Singapore. Companies everywhere say the 
"carnage will only get worse in the months to come. 
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© In places like the Philippines, where the unemployed frequently 
take to the streets, growing numbers of idle workers could become a 
serious threat to social stability. In Manila, 30,000 employees were "laid 
off in May alone. Corporate leaders there have given President Gloria 
Macapagal Arroyo a deadline: jump-start the economy in 90 days, or 
we’ll begin firing people in droves. Armand Almadrigo, 31, a Philippine 
warehouse worker who hasn’t managed to find a new job after recently 
being laid off, "wiles away his days in karaoke lounges. “Such good 
’distraction—and cheap, too,” he says. The music might be a J) salve for 
now, but Almadrigo is precisely the sort of person who could wind up in 
a violent mob similar to the crowd of mostly unemployed laborers that 
stormed Manila’s presidential palace in April. 

© What is Asia to do? As Taiwan’s ill-fated committee showed, there 
aren’t a lot of ideas out there. Taiwan has let the value of its currency 
slip, while the Thai baht and the Philippine peso are trading at six-month 
lows against the 1 ’greenback. This makes their products cheaper overseas, 
which would normally 2l boost exports. But that hasn’t happened. Korea 
and Malaysia are planning fiscal stimulus packages a la Japan. But as 
Japan’s record shows, pumping cash into public works projects is a 
somewhat expensive way to keep an economy crippled. For the most 
part, Asia’s governments and corporate leaders are pinning their hopes on 
optimistic forecasts of a mild U.S. recovery in the fourth quarter of this 
year. “We are in a pretty rocky bottom right now,” says Han Yung Jung, 
an economist at the Korea Institute of Finance, an organization funded by 
big banking interests. How soon things get better “depends on how soon 
the U.S. economy gets its act together.” 
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© Waiting for the U.S. is risky, and not just because the growth might 
never come. Even if the U.S. economy does pick up later this year, it 
could be a decade before there is a repeat of the high-tech "mania that 
carried Asia for three years after the 1997 crisis. New technologies, such 
as third-generation mobile phones, have been glitchy, and even 
consumers with money to spend seem unimpressed by those innovations 
that have come on the market. Unless U.S. shoppers can be convinced 
that something is wrong with the computers they already have, or that 
they need to trade in their mobile phones just because the new models 
display dancing Hello Kittys, any recovery in the U.S. is likely to be led 
by Old Economy 2l stalwarts like Procter & Gamble or General Motors. 
That’s bad news for Asia’s tech-heavy economies. 

® One way for Asia’s governments to ease the pain would be to 
finish cleaning up the mess left over from the 1997 "debacle. In 
Thailand, many companies that ran into problems still haven’t repaid 
their loans, leaving banks unwilling to lend to more "viable firms. Korea 
has done more to reform its profligate ways but the government still 
props up sick companies with state funds, discouraging the kind of 
restructuring that would create more competitive businesses. Taiwan 
sailed through the crisis in 1997, but it is now "reckoning with a Thai- 
style banking "fiasco, "albeit a less serious one. Taiwanese banks lent 
heavily to a sinking property sector, and now around 15% of their loans 
aren’t being serviced. 
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© The result in each case is that there has been little in the way of 
domestic investment—a big reason these economies are so dependent on 
exports. If companies can’t get access to capital or are discouraged from 
innovating, they don’t build new businesses at home. And if there’s no 
building, people can’t get jobs or pay raises. Underemployed people 
don’t shop much, so local retailers and consumer product companies 
suffer too, leaving nobody to take up the ' slack from "sluggish exports. 

© So far, governments in the region haven’t shown much interest in 
taking on the harder reforms. As Korea's economy has faltered, President 
Kim Dae Jung has become more reluctant to let bad companies fail. In 
Thailand, Prime Minster Thaksin Shinawatra has been playing the victim 
card with claims that globalization and international banking standards 
are the causes of his country’s woes. He has cut back on incentives for 
foreign investors and balked at forcing companies to repay their debts. 
Late last year, Taiwan’s President Chen ordered banks to keep lines of 
credit open to "delinquent debtors, a move that has put a "straitjacket on 
"liquidity and ""dampened investment. Malaysian Prime Minister 
Mahathir Mohamad clings to a peg that has hugely overvalued the 
ringgit. “It’s going to take Thailand and Malaysia 10 years,” says Tim 
Condon, chief economist at ING Barings. “So far, most Asian economies 
aren’t willing to let the market have its way with them.” 
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© Even if technology took off again in the U.S., lack of reform is 
likely to keep growth rates in much of Asia slow for a long time. How 
long could depend on the one country in the neighborhood that is not in 
bad shape: China. The forecasts for China's future are a bit like "harried 
traffic cops on Shanghai’s streets pointing in two directions at the same 
time. The nation is not nearly as 2, vulnerable to export slumps because its 
own consumers are spending like mad on everything from cars to 
vacations at Angkor Wat. That could well keep growth rates at the 
current 7%. But China also has other big problems—most notably 
corruption—that threaten to "stifle growth. Either way, there is a general 
"consensus that China is a serious competitor to the rest of Asia. And 
assuming nations in the region don’t 'orchestrate a turnaround soon, the 
current slump might provide China with an opportunity to steal the show. 
Many foreign investors already shun Southeast Asian nations in favor of 
China's huge market and cheap manpower. The $1.9 billion that 
Motorola spent on a semiconductor plant in Tianjin last year was more 
than the company has invested in Malaysia in the past three decades. 
More companies are likely to choose China if the rest of Asia can’t 
stimulate local demand, and quickly. 

© Equally worrying for Asia are people like Choi Man Jin, head of 
Union Metal, a small assembler of air-conditioning parts in the Nandong 
Industrial Park, west of Seoul. Choi says he has halved his staff, and his 
orders have all but dried up. Hurt badly by Korea’s high cost of labor and 
the economic slump, he is thinking about moving to China. Hundreds of 
his "compatriots have already gone, and big companies in Taiwan, 
Malaysia and Thailand are doing the same. “China has the potential to 
wipe Southeast Asia off the map as a manufacturing base,” says Michael 
Enright, a business professor at Hong Kong University. “These nations 
are going to have to find new sources of growth.” 
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© That is a very 1 stark message, given that export manufacturers are 
about the only thing that has fed Asia’s economies for the past three 
years. If China takes this vital source of nourishment away, and Asian 
countries don’t clean up their economies so that new industries in new 
sectors can develop, their only hope might be to wait for another 
speculative bubble. Anyone got a hot property tip? 
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